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VETERANS’ HOUSING PROBLEMS 





TUESDAY, APRIL 26, 1955 


House or REPRESENTATIVES, 
CoMMITTEE ON VETERANS’ AFFAIRS, 
Washington, D. C. 

The committee met, pursuant to call, at 10 a. m., in room 356, Old 
House Office Building, Olin E. Teague, chairman, presiding. 

The Cuarrman. The committee will please come to order. 

For the past several months numerous items have appeared in the 
Wall Street Journal and various other business and builders’ publica- 
tions to the effect that there was an extensive boom in home building, 
and that the Government should take steps to curtail it. 

Knowing that World War IT housing benefits will expire in the 
next couple of years, of course this committee is very much interested 
in what happens along that line. I would like to read you a few of 
the statements that appeared in the different publications. 

A spokesman for the Life Insurance Association of America made 
this statement [reading] : 

It is evident therefore that measures need to be taken promptly by Govern- 
ment and private groups to dampen down the boom in housing. 

The basic cause for this boom is excessively easy credit. This is certainly no 
time for 30-year, no downpayment mortgage loans guaranteed by the Veterans’ 
Administration. Such terms are an open invitation to a boom-bust situation in 
home building, and they actually penalize the veteran by contributing to a high 
price for his house. We urge that Congress act promptly to require some down- 
payment and a shorter maximum amortization period on VA mortgage loans. 

Fortune magazine has had a big spread, “Is Housing Out of Hand?” 
The sum and substance of what they say is: “A wholly unhealthy 
situation which calls for reappraisal and remedy.” 

The Kiplinger Newsletter, on April 16, 1955, had this to say: 

Government officials want to slow housing down, skim off the froth. They 
are convinced that the housing boom is moving a little too fast. They think they 
should act to take the edge off it in the near future, so that an excessive boom 
this year won’t bring a sharp slide next year. We wrote you about this feeling 
some weeks ago—how it is crystallizing. 

How to go about it? Well, a number of things are now in mind: (1) Make 
the VA and FHA field offices tighten up on advance commitments to put a 
damper on speculation among builders of mass housing projects. (2) Ask Con- 
gress to give President power to set VA and FHA mortgage terms. (3) Get VA 
and FHA to boost the downpayments. ((1) and (2) are most likely.) 

Considerable publicity has been given recently to action by FHA 
to list certain cities throughout the country—Dallas, Tex.; Tucson, 
Ariz.; and others—as being overbuilt and as a result curtail the 
issuance of commitments in those cities. There have been some re- 
ports that such action is contemplated by the Veterans’ Administra- 
tion. 
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These hearings were called in order that the VA may review the 
status of the loan-guaranty program and point out to the committee 
any aspect of the program’s operation which it considers weak or 
undesirable and advise the committee of any plans which the Veter- 
ans’ Administration may have to require downpayments, shorten the 
mortgage term, or limit the issuance of certificates of reasonable value 
in specific areas. If there is an unhealthy and undesirable situation 
in the veterans’ housing program, the committee wishes to be advised 
of such circumstances. If such conditions do not exist, these rumors 
should be put at an end, since they have a detrimental effect upon the 
operation of the program as a whole. 

Mr. Stone, we are glad to have you and your people with us. I am 
sure the committee’s staff has told you generally what we would like 
to hear. With that, I will turn it over to you. 


STATEMENTS OF RALPH H. STONE, DEPUTY ADMINISTRATOR, 
DEPARTMENT OF VETERANS’ BENEFITS; THOMAS J. SWEENEY, 
ASSISTANT DEPUTY ADMINISTRATOR FOR LOAN GUARANTY; 
AND P. N. BROWNSTEIN, DIRECTOR, LOAN MANAGEMENT AND 


LIQUIDATION SERVICE, VETERANS’ ADMINISTRATION, WASH- 
INGTON, D. C. 


Mr. Sronr. I will make a few opening remarks. I have a prepared 
statement here I would like to present to the committee. 

Of course, there have been a lot of stories, rumors, articles in the 
newspapers, about the possibility of overbuilding. We do not fee: 
that there is overbuilding in the veterans’ field at all. 

The Cuarrman. Anywhere in the country, Mr. Stone? 

Mr. Sronr. Not right now, no, not in the veterans’ field. Some of 
the FHA reports referred to overbuilding and there apparently is 
some overbuilding in rental units. Rental units overbuilt will prob- 
ably reduce rents in rental units; a lot of our veterans then may 
be content to stay in the lower-priced rental units. There may not 
be the urgent desire to find a home. That is purely problematical. 

As far as we are concerned, we have no idea of recommending regu- 
lating or anything of that sort of a downpayment or shorter term 
of mortgage. We feel that is entirely up to the lending people. Our 
job is to do what we can do to secure the homes for our veterans. We 
are going to continue that policy insofar as the Veterans’ Administra- 
tion is concerned. 

The only thing that we will present in the statement, is the reasons 
for the VA actions to date and the proposals we contemplate which 
we have thought of doing, purely, as good business. We do not feel 
that closing costs add to a mortgage or have any part in the value of 
a house. We feel they should be paid in cash at the time of the sale, 
or purchase of the house. That is the only thing we have in mind at 
all of doing. 

Mr. Sweeney will give this report to you. I just want to reaffirm 
insofar as our policy is concerned, we have no thought of any further 
regulations, of curtailing or even endeavoring to curtail anything. 
Our great number of applications are curtailing it enough, in just 
making the backlog in existing work. 
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I stated before to the Appropriations Committee that during this 
past year we have gone way beyond our budget appropriation by 
pretty close to $4 million in authori izing additional personnel for all 
of our offices. Some offices that we felt were getting behind, we wrote 
to them, wired them, called them, if they didn’t want or need more 
people. We have added all personnel that we possibly could find. 
Again, it is very hard to get the technical-type person we need for the 
checking of plans and specifications, subdivision plans, that the build- 
ers bring i in. 

One thing more that we are going to do, that some builders may not 
like, is to try to put our own house in order by stopping some of the 
work that we have been helping the builder do. That is that they 
bring in their plans and specifications, they are not complete. Well, 
in order to save time and to get the thing out, our people have been 
helping, spending hours working on their plans, advising them, guid- 
ing them, on especially the big tracts, they are not presented to our 
offices properly in order for us to take action. We plan to refer those 
or return them to the builder and ask him to bring them in correctly, 
so that it will save us some time and permit the processing of those 
we which are complete in all details. 

I don’t know that we will go to the limit on that, because in many 
areas of the country many are not tract builders, they are just builders 
that build 1 or 2 or 3 houses. We feel that it would be a waste of time 
to return those. The poor guy, he doesn’t have an architect, anything 
of that nature. He would probably bring them back, we would have 
to do it again anyway. We are going to try to use good judgment in 
that. 

There are certain things that are a detriment to the program. I 
feel it is brought about by the fact that we have a lot of people in this 
building game that don’t know anything about it. They go out and 
get some stock plans and specifications for maybe five houses or a 
thousand houses, then they subcontract the work, they don’t have 
proper supervision of their subcontractors. That way, they get some 
very poor building done. 

We are going to send and have advised our offices now that when 
they get these house tracts that are being built by inexperienced 
builders, for instance, I know 2 or 3 cases where a couple of attorneys 
in 3 different cities have hi id some money to invest, so they get together 
and they go into the business of building homes. They are not inter- 
ested in building good houses because they want to make a profit. We 
try to keep them down to a small profit, as small a profit as possible. 
They don’t have proper supervision and as a result they get some 
shoddy building. Of course, in this day of precutting, everything 
else, the great number of houses that are being built, anybody th: at 
can wield a hammer is a carpenter, as they say. We have gotten some 
very slovenly work. 

We are going to aggressively spot check our compliance and inspec- 
tion work. It may ‘slow up our processing but there has been a 
weakness in compliance and inspection. It may slow up, as I say. 
The builder says, here, you inspect it, it must be a good house. How 
in the world you can guarantee perfect construction with $5 inspec- 
tions, maybe a half hour each, during the whole course of a building 
being constructed, is beyond me. I have told them that they cannot 
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depend upon that. They must have their own inspection, and they 
must have their own foremen, own superintendents of construction, 
because, as some of them say, a builder goes building and his carpen- 
ters are working, his crew, they see the inspector come around, they 
pick up a roll of paper and start wor king it. As soon as he goes, they 
lay it down. That is farfetched, just rumor, of course. We have 
evidence of very poor compliance inspection, We assume the respon- 
sibility for that part of it and take the blame and are trying to take 
corrective action by having meetings of all of our compliance inspec- 
tors. They come into our Offices, pay their own way, then we are just 
going to put the pressure on them. We have told ‘all our offices they 
have been neglecting to do it on account of pressure of work, that they 
must make the 10 percent inspection of the compliance inspectors 
to see to it that they are doing their job properly. We are aoe 
we will have better building. 

The CuatkMAN. Mr. Stone, you told me not long ago, probably the 
biggest problem in Veterans’ Administration was personnel in housing. 

Mr. STone. Yes. 

The CuarrMan, Does that still exist? 

Mr. Sroner. It still exists. We had lost, I know of one office in 
particular that has lost 16 during this last year; they were trained 
people, going out into building and possibly other avenues at much 
higher s salaries. Our salary bracket. is very low. We cannot keep 
the trained people. We don’t have adequate stafling of technical peo- 
ple that can just take a set of plans, go down through them, take the 
cost index and come out with the right answer. That is our big factor. 

The CratrMan. Have you any suggestions how this committee could 
help to alleviate that situation ¢ 

Mr. Srone. Well, I haven’t any. We have asked building trades 
people, we have asked everybody we possibly could to enlist people. 
We are bringing them into our offices and training them. We can’t 
do that too much. It takes 3 to 4 months to get them so they can 
do anything. All of that time you are wasting the time of the person 
who is training them. We are doing it as much as we can. It is a 
serious problem in every office where there is any building of any 
quantity. In the smaller areas, it is all right. They can keep cur- 
rent. In your larger, urban districts, it is impossible to get the people 
at the salary brackets we pay. 

The Cratrman. If this isn’t covered in your prepared statement, 
what do you predict in veterans’ housing in the next 2 years? 

Mr. STONE. I don’t get that. 

The Craiman. If this isn’t covered in your prepared statement, I 
would like you to present it, predict what will happen in VA housing 
in the next 2 years. 

Mr. Stone. We look for it to increase in the next 2 years. 

The Cuarmman. How much? 

Mr. Sronr. That would be anybody’s guess. We can probably 
give you some figures on it. We can cover it in the statement. 

The Cyaan. Let it go. Go ahead with your statement. 

Mr. Sronr. Mr. Sweeney has a statement here. 

Mr. Sweeney. My name is Thomas J. Sweeney, Assistant Deputy 
Administrator, Loan Guaranty, Veterans’ Administration. 

The Cuarrman. Do you have enough copies of that statement. for 
members of the committee ? 
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Mr. Sweenry. I am sorry I did not have time to mimeograph this, 
I will try to read it slowly. 

Mr. Chairman, I welcome this opportunity to again apprise your 
committee of the status of the loan- guaranty program and to com- 
ment on the specific in your letter of April 25, 1955, addressed to the 
Administrator, Mr. Harvey V. Higley. 

The past year has witnessed a period of great activity in the loan- 
guaranty program, comparable in many respects to the year following 
the end of World War II and the high level of real-estate activity 
that accompanied the outbreak of Korean hostilities. 

During calendar year 1954, the Veterans’ Administration received 
a total of 918,800 requests for appr: aisals, almost double the number 
received in the preceding calendar year. In 1954 there were 535,400 
requests for proposed construction, and 383,400 for existing homes. 
This high level of appraisal activity has continued in 1955, and in 
the quarter ending March 31, 1955, incoming requests averaged more 
than 97,000 per month, or an annual rate of 1,165,000 cases. 

In 1954, 307,000 dwelling units were started under VA compliance 
inspections, which was 27.6 percent of the total 1- and 2-family housing 
starts. During the first quarter of this year, nearly 84,000 units were 
commenced, indic ating an annual rate for 1955 of at least 335,000 new 
homes; current VA compliance inspections account for 30.5 percent 
of the total 1- and 2-family starts this year. 

Loan applications received by VA in 1954 totaled almost 528,000, 
of which dient 327,000 were for new and proposed houses and more 
than 200,000 for the purchase of existing homes. During the first 
3 months of this year an additional 158, 680 were received, pointing 
toward a 1955 rate of nearly 650,000. In view of the very large num- 
ber of appraisals made by VA last year and thus far in 1955, it would 
not be surprising to find that the tempo of loan application submis- 
sions would rise even higher during the spring and summer period 
ahead. 

During this period of high activity, the VA has experienced some 
backlogs of cases awaiting processing. Every effort has been made 
to streamline our loan and appraisal processing procedures and to 
expedite the issuance of certificates of reasonable value and loan- 
guaranty certificates. More than 500 fee-basis realty appraisers have 
been added to VA rosters since June 1954, and more than 400 com- 
pliance inspectors. Moreover, field offices have been authorized to add 
more than 650 positions to their loan-guaranty salaried staffs since last 
June, although difficulties in the employment of technicians who are 
properly qualified has restricted the ability of some offices to hire the 
full sian which has been approved for them. At the end of 
March 1955, there were 143,200 dwelling units for which appraisal 
requests were in various stages of processing in VA offices, 22,200 loan 
applications awaiting prior VA approval, and 31,000 re ports of fully 
disbursed loans awaiting the issuance of evidence of guaranty. 

While the size of these | backlogs precludes the rendering of as prompt 

service to program particip: ints as we would like, we know that great 
gains have been made during the last 12 months in enlarging the ; pro- 
duction and processing cé ipacity of our field offices, and we are confi- 
dent that further gains will be witnessed during the months ahead. 


61914—55——_2 
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You have asked for the geographical distribution of new con- 
struction. 

Published information on nonfarm residential building activity is 
available on a geographic basis only for the four broad areas of the 
country grouped as the Northeast, North Central, South, and West. 

On a national basis, VA compliance inspections comprised 25.1 per- 
cent of the total non-farm-dwelling starts. We had previously noted 
that such activity comprised 27.6 percent of the private 1- and 2-family 
non-farm-residential starts. 

The table I will turn over to the reporter here shows the manner in 
which the VA activities varies in relation to its overall building activ- 
ity, in each of the four major geographic areas. The total starts 
in 1954 with 1,220,000. Compliance inspections, VA, were 307,038, 
or 25.2. 

(The table referred to is as follows :) 

VA starts as a percentage of total new permanent nonfarm dwelling units 

started, by region, 1954 


[Thousands of units} 


VA starts (ist); VA starts as 




















Area Total starts | compliance a percent 
inspections) of total 

sails ep cecplidashdeicliadsanieapii . - a —t | - 
Total, United States_............-- SARE AP aS yee a 1, 220. 4 | 307, 038 | 25. 2 
DI nin chp s cree nb eebeateed Gio ab sD naan ee liam 243. 1 50, 737 20. 8 
EE NINO id ceocoarcsavaeakttanadin aah tneabAls a asaitenieaieamie monahabin | 325. 8 53, 147 16.3 
IN nt SE on Bt Le k bandas <a aaah abate dndmlahedensl 359. 7 | 114, 181 31.7 
4 


ee a Tb eee eee 291. 8 | 88, 973 30. 


Mr. Sweeney. In the Northeast area, there were 243,000 starts. VA 
made 50,737 ¢ ompliane e inspec tions or 20.8. 

In the North Central, 325,000 starts, 325,800 starts were made. VA 
participated in 53,147 inspections, or 16.3 percent. 

In the South, there were 359,700 starts. VA made inspections on 
114,181, or 31.7 percent. 

In the West, there were 291,800 starts, and VA made inspections on 
88,973, or 30.4. 

This would indicate, Mr. Chairman, that the construction starts and 
the VA participation is primarily in the South and in the West. 

Now, the current prices of the GI loan, in the mortgage market, we 
do not have any accurate reports. We have opinion surveys made by 
our field offices. Ihave information that flows in from various sources. 
Tiow authoritative it is, 1 do not know. They are quotations. Some 
are firmed up from certain types of lenders. 

The most recent comprehensive summary of secondary market prices 
for GI home loans was made on February 17, 1955. A tabular sum- 
mary of the results of that study was printed as part of the record of 
the hearing conducted before your committee on proposed farm-loan 
legislation March 8 and 17, 1955. That summary was based on an 
opinion survey of our regional offices and naturally could reflect only 
the reports which had come to their attention from lenders, builders, 
and other informed persons. 

The reports which we have received since our February 17, 1955, 
survey have indicated a general tightening in the availability of mort- 
gage funds and some w ide ning in ‘the discounts at which GI loans are 
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being sold, particularly the 100 percent loan which includes closing 
expenses. These loans reportedly are being sold at prices ranging 
from 1 to 2 points below those in which the closing expenses are 
paid in cash. There also is a reported difference between the prices 
on mortgages available for immediate delivery and for advance com- 
mitments. Generally the reported difference has ranged between one- 
half point and two points. In most areas, however, there still is a 
fairly adequate supply of mortgage capital available for GI loans. 

Although there may be a tightening, we do think if this thing moves 
along, a level pace, there will be plenty of money in the country gen- 
erally ; but for prices 

The Cuarrman. Through 1957 ? 

Mr. Sweeney. I would think so, yes. 

Since 1951, the proportion of loans closed for the purchase of new 
homes has been in the range of 60 to 64 percent of the total loans 
closed, and the balance have been for the purchase of existing homes. 

However, the average purchase price of both new and existing homes 
purchased with GI loans has steadily increased. During 1952, the 
average purchase price of new homes was $10,915, and by the first 
quarter of 1955, the corresponding figure was $12,134. Similarly, 
the average price of existing homes increased from $10,125 in 1952 
to $11,103 in the latest period. 

In 1952, 40 percent of the new homes were priced under $10,000 and 
in the first months of this year, only 20 percent were similarly priced. 
The shift in the price distribution of existing homes has not been as 
pronounced. In 1952, 52 percent of such homes sold with GI financing 
sold for less than $10,000, while lately the proportion was 41 percent 
in that price range. 

I have a table here which will be submitted to the reporter which 
will set forth those figures. 

(The tables referred to are as follows :) 





Loans guaranteed by VA for new and existing homes (exclusive of alteration and 
repair loans) 


. 
Calendar year total | 
































Te ee ie ee January- 
| March 1955 
1952 1953 1954 
; ia j8 ees ais shadiieliiehth eit 

| eee a ad 
Total number of loans closed_______....--....-_| 301, 698 | 318,118 | 407, 340 | 158, 170 
For new homes. eaelnie icine | 192, 202 | 202,897 | 243,191 94, 970 
Percentage of total : peuhiad | 63. 7 63.8 59. 7 60.0 
For existing homes-_--- - - hth saben | 109, 496 115, 221 164, 149 | 63, 200 
EIT EE coo sc ececnes cased 36.3 | 36. 2 40.3 40.0 
| -— as LE = ———| = = = 
Purchase prices: New homes: average price - eal $10, 915 | $11, 345 $11, 924 | $12, 134 
Percent distribution by price range. __._..__- 100. 0 | 100. 0 Sond 100. 0 
en i OS ee ot ee a eck 40.3 30.0 20. 5 
$10,000 to $11,999. ___..____- “ pein een | 33.8 37.4 | 32.7 
$12,000 to $14,999 a eaes is | 18.6 25.3 | 34.8 
I i a incinticins Beipiint sitet patisiiinnncnaine | 7.3 7.3 | 12.0 
Existing homes: average price__.______-...--_-- } $10, 125 $10, 715 . "$10, 989 | > is $11, 103 
Percent distribution by price range. --_--_--._- | 100.0 | 700.0 |) ~~ 100.0 | i 100.0 
Less than $10,000..............------------. 52.0 | 45.1 12.6 41.2 
TN RR oo ocd honk cacaeaaes 20. 5 | 22.3 22. 6 22.3 
Oe 17.9 | 20. 5 25. 5 23. 0 
ae ALES REE ee ae 9.6 12.1 9.3 13. 5 














732 VA GUARANTEED LOANS AND VA HOSPITAL 


Mortgage recordings, housing starts and GI home loans 


i | VA starts 
Mortgage GI home oa, Starts of 1 ote as percent 
Period recordings: ee aa Pee ; | of land 2 


and 2 family 


loans, total | percent of Pliance in- 








number ! ipa A units ? asaaemndiadiien family 

recordings spections) starts 
1950 3, 032, 000 | 497, 596 16. 4 1, 193, 000 3 200, 000 16.8 
1951 2 878, 000 447, 373 15.5 932, 000 148, 634 15.9 
1952 3, 028, 000 301, 698 10.0 985, 000 141, 274 14.4 
1953 3, 164, 000 318, 118 10.1 974, 000 156, 016 16.1 
954, total 3, 458, 000 407, 340 11. 8 1, 113, 000 307, 038 27.6 
Ist quarter 728, 000 72, 728 10.0 208, 000 41, 663 20.9 
2d quarte! 861, 000 80, 706 9.4 305, 000 72, 703 23.8 
sd quarter 931, 000 107, 368 11.5 318, 000 94, 007 30.0 
ith quarter 939, 000 146, 472 15.6 282, 000 98, 665 35.0 

i i ‘ 7 a! MEL? [ 

January 284, 000 57.277 20.1 &3, 000 26, 069 31.6 
February 277, 000 52, 099 18.8 83, 000 28. 48 33.7 
March ‘ 48, 794 109, 000 29, 850 27.4 
Ist quarter total 158, 170 275, 000 83, 967 30.5 








Source: Home Loan Bank Board, number of nonfarm mortgage recordings of $20,000 or less 
Source: Bureau of Labor Statistics. Data for 1955 includes a small number of 3 and 4 family units. 
Partly estimated 

‘ Not available 

Mr. Sweeney. You asked for comments on the recent VA housing 
survey. 

[t has always been the policy of the Veterans’ Administration that 
a determination be made regarding the prospective marketability of 
proposed dwellings which this : agency is requested to appraise. Field 
officials are instructed to be assured that housing demand is adequate 
to effect the sale of the homes in each new project or subdivision for 
which VA certificates of reasonable value are sought, and if necessary, 
to limit the number of dwelling units on which such certificates are 
issued at any one time to the qué intity for which prospective sales seem 
reasonably assured. 

The application of this policy necessitates a continuing review of 
local real estate activity, with particular attention to the velocity of 
residential sales and the trend and levels of prices. It does not, how- 
ever, necessarily require that this agency study the total housing needs 
of any city, nor conduct any housing i inventories. VA responsibili- 
ties in the administration of the loan guaranty program may be satis- 
factorily discharged by attending to the local housing demands of vet- 
erans, the measure of buyer acceptance of particular housing designs 
and locations, the extent of unsold new homes overhanging the mar- 
ket, and the pattern of actual selling prices. 

Other agencies of the Government, such as the Bureau of the 
Census, the Bureau of Labor Statistics, and the Housing and Home 
Finance Agency and its constituents are concerned with many of the 
broader aspec ts of housing, including the taking of inventories and the 
determination of the housing needs throughout urban localities. The 
Veterans’ Administration does, however, make full use of such infor- 
mation where it is applicable to a current local problem and will assist 
in making a proper decision about a particular proposed project or 
subdivision. 

In your letter, Mr. Chairman, to the Administrator, a reference was 
made to the action taken by the FHA to restrict the issuance of com- 
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mitments in areas considered to be overbuilt, and to an understanding 
that VA is contemplating similar action. As the committee is aware, 
the FHA, under its dual commitment procedure, will insure mort- 
gages with the builder as the mortgagor. Thus the FHA is placed in 
a position where it would be required to acquire properties if the 
builder should find that he is unable to sell the properties or rent them 
advantageously, and default on his mortgage payments. 

VA is not quite in the same position as the FHA, for we do not 
underwrite a loan for any builder. The issuance of a VA master or 
individual certificate of value is by no means a commitment to the 
builder for the underwriting of a loan to him or his company in the 
event he is unsuccessful in selling his houses to veterans. I point this 
out for the reason that in some quarters the mistaken impression has 
been gained that VA is directly underwriting loans to builders. The 
VA has no legislative authority to issue such commitments or to ini- 
tiate any regulations or procedure that would in effect be tantamount 
to engendering production credit to be underwritten by the VA to 
any builder. 

On the other hand, the VA has, is now, and will continue, in connec- 
tion with the issuance of its master or individual certificates of reason- 
able value, to be ever alert to the rate of construction of houses, the 
level of prices, velocity of sales of both new and old houses and other 
economic factors that influence the real-estate markets such as popula- 
tion shifts, household formations, birthrates, vacancies in rental units, 
employment, defaults in all types of loans, business failure, and so 
forth 

The VA regional offices have and will continue to take all or some 
ot these matters into account, depending on the locale when consider- 
ing a request for reasonable value, whether it be for proposed new con- 
struction or old existing houses. 

In order to keep abreast of the level of prices or real-estate values, 
especially in those areas where VA has guaranteed hundreds or 
possibly thousands of loans, and it is indicated by an analysis of the 
above conditions that the area may have or will develop a a surplus 
of housing, the VA regional offices ‘will, in connection with proposed 
construction, limit the number of units on which it will issue its 
advanced estimate of value. For example, if a builder decides to 
build 100 units and the regional office has found that the local housing 
market can only absorb but a small number at an orderly rate, it 
will limit the number of units to possibly 25, and will not issue 
further reasonable-value certificates until the regional office has been 
assured the units are sold under a firm and bona fide contract to 
eligible veterans. In some instances the builder may be proposing 
to build houses at prices far in excess of that which the local market 

can absorb or building a type of house which will not have local 
acceptance. 

The biological influence has not been considered by some builders 
who persist in building 2-bedroom units in some areas where family 
needs require 3, 4, or more bedrooms. 

In regard to appraisals on old existing housing, the VA does not 
withhold the appraisal of such housing, but does carefully review 
any adverse characteristics that have influence on value and will value 
the property accordingly. 








734 VA GUARANTEED LOANS AND VA HOSPITAL 


As a tool to assist in the appraisal of national policy, the VA 
recently requested each of its field offices to make an evaluation 
of the current status of the housing market in each city of 50,000 
population and over. The questionnaires employed were to be com- 
pleted by VA operating personnel on the basis of their personal 
nowledge of the condition of local markets, and as implemented 
by any opinions expressed by fee personnel, builders, lenders, brokers, 
and so forth. The offices were specifically instructed that no physical 
inventories of vacancies or unsold dwellings were to be attempted 
for this purpose, but rather, to indicate their best informed estimates. 

Our initial review of the replies received indicate a wide variation 
in the quality of judgment and the extent of factual information 
on which these evaluations were based. 

Some contradictions and inconsistencies have also lessened the relia- 
hility of the replies to this questionnaire. For these reasons we be- 
lieve that these replies had best be considered as preliminary and 
subject to refinement and redefinition in a number of places. We do, 
however, intend to pursue the problem further, and to request our 
offices to make a more extensive survey of the opinions of leaders and 
others directly concerned with the business of residential construction, 
at a later date. 

It is significant, however, that the VA field offices found no city 
over 50,000 in which there was believed to be a serious surplus of 
unsold new-dwelling units, and only a relatively short list of cities 
in which there was a supply that would require a few months to 
absorb. 

Reference is made to the no-downpayment loan. As the volume 
of 100 percent, 30-year loans increased, concern was expressed in 
some quarters as to the soundness of such loans, and in particular 
as to whether this type of easy home financing to veterans was in- 
ducing the purchase of homes by those who might prove to be poor 
credit risks. 

The Veterans’ Administration regulations and procedures have been 
designed to assure that sound underwriting principles would be ap- 
plied in the approval of GI Joan applications in all cases. 

However, in order to obtain information which would shed some 
light on the probable ability of the veterans obtaining GI loans to 
repay their obligations, a detailed study was made based on a sampling 
of the VA-guaranteed loans closed in 1954. An analysis of the d: ita 
compiled in this study indicates that despite the rapid increase in 
the incidence of the 100-percent long-maturity loans, the credit- 
underwriting factors have remained consistently favorable through- 
out the year, both for 100-percent loans and for downpayment loans. 

Despite the rising volume of 100-percent loans on an overall basis, 
the incidence of the 100-percent-plus loans remained relatively low 
throughout the year. Less than 2 percent of the GI home loans closed 
in 1954 were in the 100-percent-plus category. That is the loan in 
which the closing costs are added to it. In most sections of the 
country, the 100-percent-plus loans accounted for less than 1 percent 
of the loans, although there were some few exceptions. 

Our study also included an analysis of selected factors indicating the 
credit underwriting quality of GI loans made since last year. How- 
ever, since supervised lenders who make loans on an automatic basis 
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are not required to submit data on the veterans’ financial status to VA, 
such analyses are necessarily limited to loans submitted for VA prior 
approval. During last year, such prior approval loans comprised 72 
percent of all home loans closed. 

The typical patterns of price-income-expense relationships for prior 
approval loans guaranteed in 1954 may be summarized as follows: 

The prior approval loans made with downpayments to purchase new 
homes involved an average purchase price of $12,579, and an average 
downpayment of 10 percent. Veterans purchasing such homes had an 
average gross family income of $501 per month, “and av erage antici- 
pated housing expenses, including mortgage payments, taxes and in- 
surance, utilities, and maintenance, of $100 per month. Their hous- 
ing expenses thus average 20 percent of gross monthly income. These 
veterans had an average age of 32 years old. They hs ud liquid assets on 
hand, cash, bank accounts, negotiable bonds and securities, etc., aver- 
aging $2,562—enough to cover the downpayment and leave cash re- 
serves equal to 10 percent of the purchase price. 

The prior approval loans made with no downpayment to purchase 
new homes, involved a somewhat lower average purchase price, 
$10,736, with incomes and expenses proportionately lower. The aver- 
age gross family income of these veterans was $474 per month, with 
monthly housing expenses averaging $90, resulting in an income- 
expense ratio of 19 percent, based on gross monthly income. These 
veterans, on the average, were 31 years old, and held liquid assets of 
$923, equivalent to about 9 percent of the average purchase price. 

The prior approval loans for purchasing existing homes exhibited 
similar relationships, although prices and incomes were somewhat 
lower than for the corresponding categories of new homes. 

Downpayment loans on existing houses involved average down- 
payments of 13 percent on homes costing an average of $11,617. An 
average income of $481 and an average housing expense of $99 re- 
sulted in an income- -expense ratio of about 21 percent. Liquid assets 
were suflicient to allow a cash reserve equal to 13.5 percent of the pur- 
chase price after allowing for the downpayment. The average age of 
these veterans was 3214 years. 

I point out that age difference, Mr. Chairman, for the reason that we 
have a lot of these fellows that followed through their schooling, they 
have got stabilized employment, they have adjusted themselves so they 
are venturing out. I think they are shopping around pretty well to 
get the house they think they need to raise their family in. The age 
difference, the average age indicates also there is a prospect, as the 
years rol! on, these veterans in the most instances, will increase their 
income. I think they are very aggressive along that line. 

The CHatrMAN. Mr. Sweeney, has there been any particular group 
or class of veterans who have not taken advantage of their housing 
rights, as far as the GI bill is concerned ? 

Mr. SWEENEY. We have never attempted to categorize them as such, 
Mr. Chairman. We haven't any way to find out what their particul: ar 
wishes are. 

The CuarrmMan. To what do you attribute this average cost of a 
house going down $2,000 in the last year? 

Mr. SwEENEY. In existing housing. 

The CHaArrMAN. In existing housing? 
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Mr. Sweeney. It could be in the age of the house; most of the folks 
are moving out of those particular areas, buy new houses, maybe they 
are sacrificing them. There are a lot of factors, depending on the 
community. Maybe a sluggish market; people prefer a new home 
rather than an old one. However, there are many veterans who like 
to live in the old neighborhoods, a lot of communities where the vet- 
erans would like to be near their parents. Referring to cities with 
population of say 25,000, or 10,000 even, they still like to be located 
in the old neighborhood. In the metropolitan areas I think you have 
2 transition, the folks are moving out, sometimes the older properties 
have depreciated because of lack of demand. 

No-downpayment loans on existing houses involved an average pur- 
chase price of $9,254, an average income of $437, and an average 
housing expense of $84. The income-expense ratio was about 19 per- 
cent, and liquid assets were equivalent to 11 percent of the purchase 
price. The average age of vete mane obtaining no-downpayment loans 
on existing homes was about 311 » years. 

It was also observed, as in the case of earlier studies by others, 
that low-income families typically spend a larger portion of their 
income on housing. The following figures, combined for all prior 
approval home loans guaranteed in 1954, as far as veterans were 
concerned, illustrate this point. 

Veterans with an annual income of $4,800 or less paid on the 
average, $9,961 for their homes, and obligated themselves for housing 
expenses equal to 25 percent of their gross income. 

Veterans with incomes between $4,800 and $7,200 paid an average 
of $11,700, and assumed expenses equal to 20 percent of income. 

Veterans in the $7,200 to $10,800 income bracket bought homes cost- 
ing, on the average, $15,087, and assumed expenses equal to 15 percent 
of income. 

Veterans with incomes over $10,800 bought homes averaging $17,500 

price, but obligated only 12 percent of their income for housing 
expenses. 

Of all home loans guaranteed in 1955, 28 percent involved no initial 
downpayment, 18 percent involved downpayments of 5 percent or 
less, 22 percent had downpayments of 5 to 10 percent, 20 percent had 
downpayments of 10 to 20 percent, and the remaining 12 percent had 
initial downpayments of more than 20 percent. 

The reason why we brought out those percentages is there is great 
impetus given to the number of downpayment loans, related to the 
income. We are not concerned about it. We think our performance 
with respect to downpayment or no downpayment, since we have our 
underwriting techniques, I think they are very healthy loans. 

The foregoing information on loan and borrower characteristics 
would indicate that our credit underwriting in the recent past has 
been on a sound basis. The real test, of course, will be our experience 
during the years after the loans are made. Our overall experience 
to date has been extremely favorable, with only about one-half of 1 
percent of the first mortgage home loans resulting in defaults which 
involved the payment of a claim by the Government. 

In order to gain some perspective on the relative risk factors in 
downpayment versus 100-percent loans, we have undertaken an anal- 
ysis of our claims experience to date for such loans. During the early 
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years of the loan guaranty program, 1944 to 1946, more than 60 percent 
‘of the home loans were made with no downpayments, and to date 
claims have been paid on a slightly lower percentage of these 100 per- 
cent loans than on the loans made with downpayments during the 
same period. Conversely, of the first mortgage loans gu: aranteed in 
subsequent years, a higher proportion of the no downpayment loans 
have resulted in claim ‘payments thus far. 

Over the entire period, however, the incidence of claims paid in con- 
nection with no-downpayment loans has been measurably higher than 
in the case of loans with an initial equity. There are many complex 
relationships, however, such as geographic distribution in relation to 
local economic trends and conditions, var ying lender practices in vari- 
ous periods and various localities, and the like, which must be studied 
before any firm conclusions can be drawn from these figures. 

Mr. Chairman, you asked what proposed action the VA contem- 
plates inc onnection with some of the recommendations that were made 
from outside sources. 

Recent housing starts indicate that they will number something in 
excess of the 1.2 million units built last year. There is a question in 
the minds of some informed observers as to whether the seasonally ad- 
justed rate of starts of 1.4 million for the first quarter of this year will 
be continued for the balance of the year. 

We think the tightening up of mortgage credit will level that figure 
otf renege it. We naturally are interested in see ing to it that eligible 
veterans are able to obtain homes with the assistance of GI loans in 
order to take advantage of the Servicemen’s Readjustment Act. We 
recognize also that as an agreeable byproduct of this building activity 
our national economy is given a substantial boost. However, I can 
assure vou that insofar as VA is concerned, we will not take any drastic 
action that would retard the home-building industry if the industry 
will sanely and prudently construct houses at prices and by types that 

‘an be readily salable without creating any overhang. I doubt that 
anyone wants to restrict the building activity to a point that it would 
adversely affect the present healthful economic climate. We would 
be remiss, however, if we did not keep ourselves currently informed of 
the housing market in all areas of the country. 

As part “of our continuing study of the general housing situation 
1 mentioned earlier the action which the VA takes when there is an 
indication of a surplus in any given area. Where any such surplus is 
found to exist the FHA and VA can coordinate their efforts for the 
taking of appropriate action. Thus, it would be possible to assist in 
having such surpluses absorbed. 

In addition, we will continue our practice of scrutinizing closely the 
appraisals in any area where there is evidence of selling practices 
which suggests the possibility of excessive appraisals. ‘Where the 
possibility ‘of excessive appraisals is brought to our oo we have 
sent our supervising appraisers into the “particular “4 in order to 
make a comprehensive analysis of the situation. 

In connection with the negative no downpayment loans, the VA has 
taken action to exclude this type of loan for guaranty. These are the 

‘ases in which the loan is for the full pureh: ise price plus the loan- 
lane expenses. This action is being accomplished through an 
amendment to the loan guaranty regulations and will become effective 

61914553 
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shortly. There recently have been indications of this type of financ- 
ing being employed as a marketing device in some few areas. The 
action is being taken at this time to guard against the possibility of 
a pronounced ‘trend developing along this line. 

In the case of this type loan, although it has not been exclusively 
used by most lenders, there are some problems arising that we may 
think are a little piratical. Where the loans are made, that is the 
negative no downpayment, they are sold at discounts substantially in 
excess of those for which other types of GI loans are salable. Since the 
availability of mortgage money is tightening, the so-called negative 
no downp: ryment loans may tend to contribute to an unsettling con- 
dition in the money market. If they should become salable only at 
wide discounts, their effect may be felt through the entire mortgage 
structure. Therefore, we concluded that the preclusion of the nega- 
tive no downpayment loans would have a stabilizing effect. 

We do not believe that this rule will work any particular hardship 
on veterans, since such loans ordinarily are unobtainable in most areas 
and the overall good effects of the action probably would, in the long 
run, serve to benefit veterans in meeting their mortgage needs. More- 
over, there may be a piratical motive ition in the acquisition of some 
few of these mor tgages. Where mortgages are acquired at substantial 
discounts, the net yield to the buyer is ‘much higher if the loans are 
terminated pr omptly. This could influence some mortgagees to curtail 
proper servicing activity in order to induce default and termination of 
the loan; in other words, obtain their 7 or 8 or 9 points with facility. 
We do not suggest that such a practice would develop generally, be- 
cause most mortgagees would not resort to such a scheme. However, 
if we can avoid having a single veteran lose his home, the measure is 
worth while. 

The Cuarrman. Mr. Edmondson, do you have any questions? 

Mr. Epmonpson. Mr. Chairman, as I understand it, Mr. Sweeney, 
there have apparently been two principal decisions then as to action 
that is going to be taken by the VA in connection with a change in 
housing policy y. One of those decisions will be to direct your regional 
offices to limit the number of units on which it will issue advanced 
estimates of value, where it is indicated by analysis of conditions that 
the area may have or will develop a surplus of housing; the other 
being this decision which apparently already has been taken, that the 
negative no downpayment will be excluded from guaranty. 

Are those the two principal decisions that have been made? 

Mr. Sweeney. Let me answer your first point, Mr. Congressman. 
The matter of withholding the issue of V A advice, where we find 
surplus or surplus real- estate market t, is not new. We have, in 1947, 
1948, issued directives on the subject; recently, on March 22, another 
directive went out reaffirming our position. I don’t want to take the 
time of the committee to read this but I will submit a copy which 
delineates the circumstances under which the regional office will with- 
hold its issuing of CRV’s. 

Mr. Epmonpson. I think that is of the essence of this hearing— 
that particular directive. One thing you can be helpful in connection 
with it, I think it should be supplied for the record. 

The CHarrman. Without objection, the prior directives will be in- 
serted at this point. The March 22 directive will appear on page 760. 
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(The matter referred to is as follows :) 


VETERANS’ ADMINISTRATION, 
Washington, D. C., December 6, 1948. 
Drop Copy No. 91—4DE 


To: Chief, Loan Guaranty Division, VA Branch Office No. 7, 226 West Jackson 
Boulevard, Chicago 6, Ill. 
Subject: Valuation trends. 


1. Information accumulated countrywide by the central office indicates that 
there has been a rather substantial reduction in the asking prices of existing 
residential properties. Further, in certain areas there is considerable evidence 
of a slackening of the market for new properties to the extent of creating an 
“overhang” of unsold dwelling units. While the latter condition is more pro- 
nounced in respect to properties in certain price brackets which are apparently 
beyond the financial capacity of the typical veteran, the trend is of vital interest 
to VA Appraisal Sections which are charged with the responsibility of deter- 
mining reasonable value for veteran purchasers. 

2. The various regional loan guaranty offices, particularly the chief appraisers, 
should be acutely alert to this situation to avoid the possibility of VA contribut- 
ing to the maintenance of an artificial price structure for either existing or pro- 
posed housing. When the issuance of certificates of reasonable value with defi- 
nite validity dates was approved in TB4A-—14, this office was fully aware of the 
potential danger that nught arise if a recession in real-estate values occured. 
This factor was carefully weighed and the central office, convinced that the 
value of the service rendered outweighed the potential and inherent hazard in 
adopting such a procedure, decided that the competitive situation which would 
result from such a recession would in itself act as a corrective measure. 

3. The chief appraisers, however, can temper this situation by limiting the is- 
suance of certificate of reasonable value in the manner prescribed in section II, 
paragraph 4 of TB4A-14. In areas where “overhangs” are evident and builders 
continue to request estimates of reasonable value in connection with sizable 
projects within the affected price range, the builder or lender should be informed 
that the VA (a) will restrict the issuance of certificates of reasonable value to 
a portion of the project (0) will issue certificates for the remainder of the proj- 
ect only after completing a thorough analysis of the current market. This 
snalysis, obviously, would necessitate the positive determination that the sale 
of the original number of units in the project was progressing satisfactorily. 
The analysis might also properly include a reappraisal. 

4. During the present economic cycle, the “reproduction cost approach” has 
been the predominant factor in the appraisal of new construction and because 
of this we have been compelled to accentuate it in the VA estimates of reasonable 
value. It is therefore quite logical that regional office appraisal sections have 
become “cost-minded.” Yet, it must be remembered that the appraisal of real 
estate usually required the analysis of more than one of the three approaches, 
reproduction cost, market analysis, or the theory of substitution and analysis 
of annual expense and net income yield, to ensure a proper valuation. At times 
each approach carries the major responsibility, however, in the appraisal of 
single family residential properties, rarely does the analysis of income ap- 
proach “carry the ball.” Where facts disclose that properties can be purchased 
for less than their cost to produce, market analysis does “carry the ball.” Under 
such conditions the result revealed by a competent market survey must be the 
measure of VA’s estimate of reasonable value. 

5. It is, therefore, essential for the VA appraisal sections and designated ap- 
praisers, to maintain accurate sales records. Consequently, when, as and if the 
market recedes or declines, the veteran’s interest will be protected to the extent 
that VA has correctly gaged estimates of reasonable value by proper considera- 
tion of the actual market trend rather than merely by the factor of construction 
cost. 

6. While the preceding remarks are applicable primarily to new construction, 
a market analysis is always an important factor in the appraisal of older resi- 
dential structures. Loan Guaranty Notice No, 122 reaffirmed the basic philosophy 
in valuation theory that the cost of reproduction fixes the upper limit of value. 
It is equally basic in the valuation of real property that the lowest valuation 


estimated through analysis of the three approaches, i. e., reproduction cost, 


market survey, and income capitalization where applicable, is the proper valua- 
It is, therefore, incumbent on the appraisal staffs of the loan guaranty 


tion. 
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service not only to be aware of conditions within each respective regional author- 
ity but to apply these basic principles of appraisal practice to the end that the 
VA’s responsibility to the veteran population be intelligently discharged. 


Asa B. GRovEs, 
Chief, Appraisal Division, Loan Guaranty Service. 


{Confirmation copy] 


VETERANS’ ADMINISTRATION, 
October 25, 1950. 
4DE-ABG : amu—Room 515. 

To Loan Guaranty Officer—all VA regional offices except Philadephia, Pa.; 

Newark, N. J.; Washington, D. C.; Los Angeles, Calif.; San Francisco, Calif. : 

The tremendous influx of appraisal requests prompted by the imposition of 
the October 12 credit curbs necessitates careful screening to insure that the 
requests received are eligible for exemption from the curbs and are in accept- 
able form to permit immediate assignment to individual appraisers or appraisal 
committees. Therefore, all appraisal requests submitted to your office prior to 
October 12 shall be classified as eligible for exemption from credit curbs and for 
appraisal processing only if they fulfill substantially the following requirements. 
(1) Requests for appraisal of single structures involving proposed construction 
shall include positive land identification and adequate plans and specifications 
covering the improvements. (2) Requests for committee appraisal of proposed 
eonstruction projects shall include the data identified in paragraph 5 of TB 
4A-14. To assure prompt processing of eligible appraisal requests relating to 
individual structures or projects which are ready to start construction the fol- 
lowing procedure shall be applied: (a) Sponsors of units which are eligible 
under the foregoing should immediately supplement their application with 
evidence of the number of units for which financing is available and with a 
production schedule clearly indicating the number and date of starts. (b) Upon 
receipt of satisfactory evidence of the builder’s ability to initiate construction 
within 60 days projects involving 50 units or less may be processed in their 
entirety. Except with central office approval applications involving up to 200 
units shall not be processed in excess of 50 units per month. Projects involv- 
ing substantially in excess of 200 units shall be processed at no greater rate 
that 100 per month. This is in conformity with existing instructions in TB 
4A-14. However, regardless of the postponement of processing all units included 
under requests received prior to October 12 which are in substantial compliance 
with paragraphs 4 and 5 provisions of TB 4A—14 will, when processed, be exempt 
from the credit curbs of October 12. Requests eligible under the foregoing which 
involve construction in progress but not under VA or FHA inspection will be 
eligible for exemption of credit cubs but shall not be appraised until completed. 
All requests declared ineligible under the foregoing shall be returned to the 
sponsor. Further instruction governing the release from the July 1, 1950, cost 
freeze applicable to your region will be forwarded in a few days. (4DE) 


Kine, Loan Guaranty Service. 





TB 4A-14 


IIl.—CoMMITTEE APPRAISAL REQUESTS 


8. Upon receipt of a request for a committee appraisal under subparagraph 2b 
or 2f (1) (b) above, loan guaranty officer should disregard the overall project 
plan contemplated and use the primary number of structures proposed for erec- 
tion within a definite period of time as a basis of selecting the appraisal com- 
mittee. A minimum of 2 designated appraisers may be assigned to projects 
or portions of projects of from 5 to 50 structural units. Committees of 3 or 
more members may be assigned to groups of more than 50 structures at the dis- 
cretion of loan guaranty officers and chief appraisers and according to specific 
case or immediate local requirements. 

4. For instance, assume the proposed project includes plans for a total of 300 
structures, although only 30 buildings are to be started within 60 days with 
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completion anticipated 6 months from ground-breaking date. On this premise, 
the loan guaranty officer and chief appraiser should select a minimum-sized 
appraisal committee and instruct them to render estimates of reasonable value 
upon only the 30 structures in immediate prospect. 

Mr. Epmonpson. I want to know if the directive contains any new 
material in the form of policy on this point. 

Mr. Sweeney. No; I would say it is an embellishment of former 
directives, states specifics lly how they should proceed, how they 
should study the situation. There is nothing new in policy in this 
directive, sir. 

Mr. Epmonpson. No new policy ¢ 

Mr. Sweeney. No, sir. 

Mr. Epmonpson. That wasn’t declared in 1947, previously in that 
directive ¢ 

Mr. Sweeney. No, sir; it is an enlargement on the 1947, 1948 direc- 
tives. 

Mr. Epmonpson. Does it leave the discretion on this subject of limi- 
tation with the regional office? 

Mr. SwEENEY. Yes, sir; with the regional manager, sir. 

Mr. Epmonpson. Is that where the discretion was in 1947? 

Mr. Sweeney. Yes, sir; loan guaranty office in 1947, loan guaranty 
office and chief appraiser. If request for appraisal came in for 200 
units in the regional office, they found that there was a sluggish 
market at that time, they had the prerogative to limit the issuance of 
master certificates, say for 5 units. Then as the builder progressed 
and he sold those houses on a firm contract, and the regional office 
had the prerogative to further extend 50 or 25 units. 

Mr. Epmonpson. May I ask you in that connection has there been 
application of this policy to any extent at all in the past? 

Mr. Sweeney. Yes, sir. 

Mr. Epmonpson. There has been ? 

Mr. Sweeney. Yes, sir. 

Mr. Epmonpson. Your statement at page 9 indicated that when 
you surveyed these offices as to the condition—I am quoting from your 
statement—that there was “a wide variation in the quality of judg- 
ment and in the extent of factual information” in replies from the 
offices. 

Mr. Sweeney. Yes, sir. 

Mr. Epmonpson. Do you think with that wide variation in judg- 
ment on the question that the discretion still can safely be left with 
the regional offices on this question ¢ 

Mr. Sweenry. Mr. Congressman, when the request went out for this 
report, we had a deadline set on it. I think we gave them 10 days. 
Realizing that from some offices, in order to do an adequate job, for 
the type of report that was sent in, we felt that they did not actually 
contact lenders and builders, other people of interest. In fact, that 
was confirmed by outside information that I received. That is the 
point that I talk about wide variation, sir. 

Mr. EpmMonpson. On page 9 of your statement you state that you 
have requested the offices to make a more extensive survey of the 
opinions of lenders. 

Mr. Sweeney. That is right. 

Mr. Epmonpson. And strictly concerned with the business of resi- 
dential construction. 
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Do you have here the directions that you sent out to them on that 
point, the directive that has been sent out ? 

Mr. Sweenry. The directive that went out March 22; yes, sir. 

Mr. EpmMonpson. Ordering this more extensive survey ? 

Mr. Sweeney. No, sir; that has not been written, sir. I said it 
would be issued at a later date. 

Mr. Epmonpson. I misunderstood your statement on that, then. 
You do intend to pursue it further? 

Mr. Sweeney. At a later date, sir. 

Mr. Epmonpson. One reason I was interested in that was the speci- 
fication of lenders, and not specifying anybody other than lenders, 
this being general as to others concerned, but being very specific as 
to lenders. My personal hope would be that you would be just as 
diligent in getting the views and opinions of builders and real-estate 
people as you would in getting lenders’ on this question. 

Mr. Sweeney. Mr. Congressman, I didn’t mean to limit that to 
lenders. I will strive to get the views and opinions of builders, 
realtors, utility-company officials, I would think that would follow 
along—any other, chamber of commerce, any other source we have 
out there, sir. 

Mr. Epmonpson. I wanted to make sure you get other opinions 
than from the lenders. 

Mr. Sweeney. We will do that. 

Mr. Stone. On page 9 of the statement: 

We do, however, intend to pursue the problem further, and to request our 
offices to make a more extensive survey of the opinions of lenders and others 
directly concerned with the business of residential construction, at a later date. 

Mr. Epmonpson. That is just what I read myself. 

Mr. Stone. It covers the whole field. 

Mr. Epmonpson. The only point I was making—you specified 
lenders—you didn’t itemize other people just as vitally concerned as 
the lenders. 

Mr. Srone. I see. 

Mr. Epmonpson. You have stated here in your statement— 
that our credit underwriting in the recent past has been on a sound basis. The 
real test, of course, will be our experience during the years after the loans are 
made. Our overall experience to date has been extremely favorable. 

Then you tell us notwithstanding this fact, that you are still going 
to install several things which merely, as a matter of emphasis, could 
tend to restrict the situation. I just wonder why it 1s, with this 
very favorable experience, that you have reached the decision, for 
example, that there has to be an exclusion of the negative, no-down- 
payment loan from guaranty. 

Mr. Sweeney. Mr. C ongressman, the high percentage of loans that 
are being made, where the veteran pays a closing cash, is, | think, 
maybe 97 or 98 percent. In 2 or 3 areas of this country, there are 
cases where they are making this negative no downpayment. 

Mr. Epmonpson. Can you tell us where they are? 

Mr. Sweeney. Florida, Texas, and California. It did break out 
in Maryland. We have had our supervising appraisers analyze that 
situation. There were some spots in New York, particularly Long 
Island. There may be a few isolated areas. The predominant num- 
ber of the negative no-downpayment loans which are also being sold 
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on the market, I understand, for 92 or 93 percent, are Florida, Texas, 
and California. 

Mr. Epmonpson. You mentioned there may be a piratical motivation 
in the acquisition of some few of these mortgages. Just what do you 
mean by that. 

Mr. Sweeney. It is possible when these lenders buy these loans at 
these discounts, they would like to see those loans get in default, and 
recapture their 8 or 7 points. In other words, they hustle a veteran 
through, although we try to guard ourselves with good underwriting, 
there is a possibility of Some of these folks saying, “Well, it is high- 
yield factor,” they will be very lax in their servicing say, “We will 
go ahead and file claim, get our seven points,” as the case may be. 

Mr. Epmonpson. Has there been any extensive experience along 
that line so far, to indicate that that is a factor ? 

Mr. Sweenety. Beg pardon? 

Mr. Epmonpson. Has there been any extensive experience to indi- 

cate that that is a factor in these negative no downpayments ? 

Mr. Sweeney. Not as yet. We do want to mee dagainst it. There 
is nothing tangible I can put my fingers on as yet. 

Mr. Epmonpson. You think just on speculative chance that might 
be a motivation that this practice should be stopped ? 

Mr. Sweeney. It could be, yes. 

Mr. Sronr. We have a strong suspicion now that we have investi- 
gators out studying. We will know more about it later. 

Mr. Epmonpson. May I ask you on this point if you had recom- 
mendations from people interested in construction, that this be done? 

Mr. SwWEENEY. bn. yes; the home builders. 

Mr. Epmonpson. The home builders have recommended that be 
done? 

Mr. Sweeney. Yes; I had informal inquiries from the trade asso- 
ciation, lenders, builders, home builders particularly, illustrates that 
in some areas where certain type of builders use the negative no down- 
payment for merchandising technique. It does have serious effect on 
the competitors. 

If these folks can afford to sacrifice their profits presumably, then 
they are disturbing the other markets, the price level of the builder. 
That is not our problem, however. We do think for healthy stabiliza- 
tion of the money market, so as not to upset the applecart, we think 
that all loans, since the predominant number of the veterans are pay- 
ing closing costs in cash, that we move and put all areas on parity. 

Mr. EpmMonpson. You stated that has already been decided, will be 
effective in the future. When is this effective date to be? 

Mr. Sweeney. Beg pardon? 

Mr. Epmonpson. You say this policy of excluding these negative, 
no-downpayment loans from guaranty will be made effective. When 
is it going to be made effective ? 

Mr. Sweeney. As soon as we can get a date for the Federal Register, 
we will have to coordinate our regulations with the FHA, which is 
being presently done. It is presumed this regulation will go into 
effect as soon as we can get a date assigned from the Federal Register. 
That may be this week, or the first part of next week. 

Mr. Epmonpson. Where is this overbuilding of rental units about 
which I believe Mr. Stone commented? Where do we have overbuilt 
rental unit situation ? 
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Mr. Stone. The FHA have made that report. I can’t give you 
the name of it. I did read that report—certain areas though. 

Mr. Epwonpson. You don’t know even from a regional standpoint 
where it would be? 

Mr. Stone. No, I don’t. Just the facts here, we did give you the 
area that there was some overbuilding. But it is an FHA statement 
that I am not familiar with, not to quote. 

Mr. Epmonpson. One thing disturbs me about this proposed pro- 
gram, your very infor mative report concerning the income of the 
people involved in each type of loan here indicates it is the people with 
the lowest income that are taking advantage of these no-downpayment 
loans. Certainly, I imagine you could extend that to say that your 
negative no-downpayment loan probably took care of the person in the 
roughest kind of a situation with regard to family income. This is 
going to make it rougher to get a house for the man with the least 
family-income, isn’t it ¢ 

Mr. Sweeney. Our figures don’t disclose that per se, Mr. Congress- 
man, because many of the veterans, while we have had some classic 
examples in our survey which were excluded out, I would like to recite 
one, in a Florida case file, I recall the figure, here was a man worth 

$300,000, bought a property $19,500 negative no downpayment, didn’t 
even put up the c losing cost. 

I might cite another case in the Midwest, where an individual 
bought a property of $12,500, the income was reported to us as $1,100. 
We wired back to find out whether that was correct. They said, “We 
made a mistake. His income is $2,150 a month.” He bought that 
property without a downpayment, without paying closing cost. 

Mr. Epmonpson. Is someone apprehensive about that ‘being a bad 
loan? 

Mr. Sweeney. Not those two loans, sir. I don’t know why they did 
not make a conventional loan. 

Mr. Epmonpson. Wouldn’t you say as a general rule the persons 
who make the negative no-downpayment loans are persons with the 
lowest income, as a general rule? 

Mr. Sweeney. I would say yes. I might add, Mr. Congressman, 
while we are on the subject, we have had a lot of admonishments 
from the various Members of the Congress with respect to our high 
appraisals, also, with the fact where we have these merchandising 
techniques, where they have the giveaways, the negative no down- 
payment, they are claiming that our appraisal is too high, as much 
as we try to police that situation, feel the builder has given up some 
of his profit, we do get criticized. 

I think for a healthy situation and I don’t think you are going to 
disturb the market too much, if we do get into a situation where 
they are foreclosing lots of veterans from obtaining the houses, I 
think that regulation could be changed, and recommended amendment 
as the time and conditions permit. 

Mr. Epmonpson. The places you have mentioned, being places 
where this negative no downpayment being practiced, are certainly 
places where our studies indicate there is the most urgent demand for 
houses, not a sluggish market at all. 

Our information on at least portions of Texas, portions of Cali- 
fornia, is those are places where there is a terrific demand for housing 
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among veterans. I just wonder if you are not going to discover imme- 
diately that you are foreclosing a lot of veterans who do have very 
low family income and very little accumulated capital, from getting 
a house, where this program is making it possible for them to obtain 
them. 

Mr. Sweeney. I do not know to what extent we would be foreclos- 
ing the veteran—that is, the World War II veteran—because most of 
them now have accumulated some savings, there is a possibility the 
Korean veterans, the youngster just coming out, may not have accu- 
mulated enough or any savings. 

If the situation got acute, I think that the Administrator, the 
Deputy Administrator, would be amenable to relaxation. It is an 
administrative regulation. It can be changed. 

Mr. Epmonpson. Thank you. 

The Cuarrman. Mr. Ayres, do you have any questions ? 

Mr. Ayres. I think Mr. Edmondson has covered the questioning 
pretty well. I do, however, think perhaps we are setting a pretty 
dangerous precedent when we start to tell the builder that he doesn’t 
know his business well enough to determine what type of house to 
build. Isn’t that what you are attempting to do in your regulation ¢ 

Mr. Sweeney. Mr. Congressman, we do not attempt to tell any 
builder what he can build or cannot build, but the Congress has put an 
admonishment on us that every house has to meet the minimum prop- 
erty requirements. When we go into the market, he conforms to those 
instructions. We could advise him that he is building a certain type 
of house, that is not readily marketable, but if he wants to go ahead and 
build those houses, get our compliance inspection, he is taking a risk. 

Mr. Ayres. For the benetit of the committee, you are not liable for 
any guaranty until the house is sold to a veteran. 

Mr. Sweeney. Right, sir. 

Mr. Ayres. Therefore, if the builder goes ahead and overbuilds, 
can’t sell the houses, it isn’t going to cost the VA one dime. 

Mr. Sweeney. That is right, sir. 

Mr. Ayres. Is it not a fact that our problem is that we didn’t or 
don’t have enough homes for low-income veterans, rather than having 
too many homes in the overall picture? If we had more homes—you 
speak of Florida, Texas, and California. There is a reason why those 
homes move faster out there, because the veteran making less money 
can buy a house in Florida, Texas, or California, you get a much better 
home for $9,000, $10,000, than you can in the northern cities, just due 
to construction cost ? 

Do you recall, Mr. Edmondson, we saw those beautiful homes for 
$8,500, $9,000, and $8,000, which in New York cost 14, 14.5, or 15 thou- 
sand dollars ? Therefore, the reason for your expanding building in 
that area is, I think, the veteran in this low-income group is able to 
get a home in those sections. 

Is it possible under your jurisdiction to give some incentive to build- 
ers to build lower-priced homes! That is where our difficulty lies. 
We have nearly a million and a half veterans today, many of them liv- 
ing in public housing units. They would like a home. Under exist- 
ing regulations and price of new homes, they just can’t afford it. 
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As you pointed out, the low-income man is already paying in some 
cases 25 percent of his gross income. You, as an agency, can’t go any 
higher than that, can you, in approving those ? 

Mr. Sweeney. If you go beyond a certain limit, as far as income, 
then you have the man in hot water. If he is paying 35, 40, or 50 per- 
cent of his income for shelter, then he is sacrificing clothing and food 
for his family. So it is a re: asonable ‘ assumption 25 per cent of shelter 
cost, that is a good risk; let him have the other amenities, if you like. 

Mr. Congressman, I don’t think we are doing anything to stop build- 
ing in Florida, Texas, or C alifornia, per se. What we are trying to 
do is—I don’t think you are going to have too deep a cut in asking the 
veteran to pay closing costs. Those are being put up by the builder. 
What deterrent it would have in sales, that isone thing. I don’t think 
it would have too much of a deterrent on construction if the need is 
there, whether it is the low income or otherwise, a house that could sell 
for $7,500 or we can build one in that area that is livable, or $8,500. 
But there is the salutary effect of trying to get this type of loan, this 
negative downpayment loan ineligible for guaranty. 

I stated here that we will take steps to withhold CRV’s. Tf the 
builder wants to go ahead, build them, he has to have VA or FHA in- 

ection if he wants to sell with a guaranteed loan, if he wants to go 
ahaa without inspection, it isn’t our problem. 

Mr. Ayres. I realize that. 

Mr. Sweenty. We try to regulate it, make it sane. 

Mr. Ayres. But you are not going to guarantee the loan / 

Mr. Sweeney. That is right. 

Mr. Ayres. What, in your judgment, can be done to provide an in- 
centive or inducement to the builder to get into this low price, low 
cost housing to these millions of people who want a home? ‘That need 
a home, are anxious to buy a home, can afford to under existing regu- 
lations ? 

Mr. Sweenry. Mr. Congressman, we don’t have any facility for 
straight production credit. I have asked the president of the Home 
Loan Association recently what membership was doing. I think they 
realize that is a field that has been untouched. There are plans in 
many areas to go in here and get the lower income group. Some pro- 
posal has been made to have us approve a house that is below the MPR. 
That is something similar to the 203 (1) of the FHA. They recognize 
that. Whether they can get the financing from private sources is an- 
other problem. I think they have blueprinted their plans to move into 
the lower-income group. I might state that I have observed there is 
a great need in a lot of smaller communities for new housing. Price 
ranges from anywhere from $7,000 up, as high as $10,000. I am talk- 
ing about a house for the small city boy. 

I don’t know that we have the legislative authority or facility to 
give incentive. Al] we can do is make the observation, point out that 
we have had this continued demand and ask them to arrange their 
construction program to meet that need. 

Mr. Ayres. Would it be in your jurisdiction in the low-cost homes 
to stipulate that the no-downpayment provisions would apply on any 
home under a certain price ¢ 

Mr. Sweeney. Yes. I think we could limit it, provide a special 
range, yes, but it would create some administrative problems. 
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Mr. Ayres. Don’t you think that would provide some little added 
inducement because that property perhaps would move faster than 
perhaps the one that required the downpayment / 

Mr. Sweeney. I would like to study that before we go on record, Mr. 
Congressman, and give you a report on it, report to the chairman on it. 

The CHamman. Judge Shuford, do you have any questions? 

Mr. Suvrorp. I think Mr. Ayres covered it, and Mr. Edmondson 
covered it pretty well. I am new on this committee. I am not quite as 
familiar with these loans as probably some of the others. I would like 
for you to state for the record, the criteria for making the negative 
loan. 

Mr. Sweenry. Mr. Congressman, we do not make the loans. Those 
loans are made by private lender. 

Mr. Suvurorp. But they are accepted by you for guaranty / 

Mr. Sweeney. Guaranty, yes. 

If I may explain, let’s assume the house is sold for $10,000. We have 
appraised it for $10,000. A lender will come along, say, well, I will 
make a $10,000 loan, and we have permitted them to add ¢ ‘losing costs 
inthe loan. In other words, the closing cost, we will say is $ $200. He 
could make a loan for $10,200 and we would guarantee it. 

Another phase of this negative no downpayment is this: A similar 
house is $10,000, we appraise it for $10,000 instead of lender making 
a loan of $10,200, the closing costs are paid in cash by the builder, 
maybe the lender does not w ‘ant a loan in excess of the CRV or cer- 
tificate of reasonable value. 

In addition to that, in some areas, then they have these giveaways. 
They have induced the people to come out, builders agree to pay the 
$200 closing cost in cash. That may be all or part of it. 

Mr. Suvrorp. It is sort of like giving a turkey with an automobile. 

Mr. Swreenry. They give you a tic ‘ket ina raffle, offer you $200 cash, 
or a certain sum to move you. It isa merchandising technique. Ifa 
builder can pay $200, pay $2,500 for auto for a raffle for ever y 50 units, 
pay moving expenses, we don’t think it is a very sound method of 
doing business. I think the home- building industry and the lenders 
all agree with us. 

Mr. Suurorp. What percentage of that type of merchandising is 
prevalent? What is that percentage, compared with your other loans ¢ 

Mr. Sweeney. With the number of loans? 

Mr. Suvrorp. Of the giveaway you referred to, the percentage ? 

Mr. Sweeney. We have no report of the actual giveaways reported 
to us. All we can determine is by the : advertising, but as far as the 
number of loans in which the lender makes the loan, the closing cost 
included in the loan is about 1 or 114 percent of the total loans closed 
last year. 

Mr. Suvrorp. Under those giveaway programs you are referring to, 
that you have spoken of, are those the areas in which they are given 
away that you find now that curtailment should be made in your 
program ¢ 

Mr. Sweeney. We don’t want to curtail the housing for sale. We 
ure curtailing the type of loan. 

Mr. Suvrorp. Is that the type of loan you intend to curtail ? 

Mr. Sweeney. It would have the effect in those areas, yes. 

Mr. Suvrorp. In the bona fide loan, with no giveaway, then you 
do not propose to curtail those in any manner ? 
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Mr. Sweenry. No, sir. 

Mr. Suvrorp. Your efforts and your directives now are directed 
entirely in the main to these giveaway programs ¢ 

Mr. Sweeney. Yes. 

Mr. Suurorp. These loans or giveaway programs? 

Mr. Sweeney. And the type of case in which the loan closing costs 
are included in the loans. : 

Mr. Suvrorp. In other werds, those giveaway programs, giveaway 
loans, sales; are they delimited to particular areas / 

Mr. Sweeney. Oh, no, sir. Anybody can indulge in the practice. 

Mr. Suvrorp. I know they can do it. What is your experience 
as to what they are doing? Do you find those prevalent in particular 
areas ¢ 

Mr. Sweeney. Yes, Florida, Texas, California, parts of New York, 
particularly Long Island, Maryland, and there may be a few isolated 
areas throughout the Midwest, maybe some builder may be using that 
particular technique to finish off a subdivision. The concentration 
is Florida, Texas, California, Long Island, and we had a situation 
in Baltimore. 

Mr. Suvurorp. Those are the areas which your directive is intended 
to correct ? 

Mr. Sweeney. That is right. 

Mr. Suurorp. I think that is all. 

Mr. Srone. I think it is apparently increasing, you could add, 
growing, in several areas. 

Mr. Harry. Do you yield? 

Mr. Suvrorp. Yes. 

The CHarrman. Mr. Weaver. 

Mr. Weaver. I think it has been pretty well covered. 

The Cuairrman. Mr. Haley, do you have questions? 

Mr. Hatey. I would like to ask the gentleman, speaking of Florida, 
what particular locality in Florida do you find? Is it all over? 

Mr. Sweeney. Most of the State. What happened is there is no 
doubt that the builders arranged for that type of financing last sum- 
mer, early fall, and now when they moved in, the lenders that had 
the secondary financing are willing to buy those loans where the 
builder actually put up in cash the loan closing cost. 

Mr. Harry. It is pretty well all over the State, not along the west 
coast and east coast / 

Mr. Sweeney. I think it is generally over the State, maybe con- 
centrated either in Jacksonville or the Miami area. I do not have 
those facts. 

The Cuatrman. Mr. Byrne. 

Mr. Byrne. Mr. Chairman, Mr. Sweeney, I have been listening to 
you, Mr. Edmondson, my friend, Mr. Ayres over there. I disagree 
with part of your program. In my book, the homeowner is the back- 
bone of America. From listening to you, your program is going to 
make it tougher for the average guy to buy a home. 

_For instance, what guaranty does a veteran have who puts all his 
nickels and dimes into buying a house to raise his family? Don’t 
you think they should carry a mortgage insurance guaranty if his 
family is not going to be thrown to the wolves? 
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Mr. Sweeney. Congressman, there are some arrangements made 
where the individual veteran does underwrite his mortgage with pri- 
vate insurance, and we have no objection to that. 

Mr. Byrne. Don’t you think all of them should do that? 

Mr. Sweeney. Are you delineating whether that should be Govern- 
ment insurance, or private insuranc e? I don't know. 

Mr. Byrne. I think we should have legislation on that. They should 

“ury mortgage insurance, and | intend to introduce a bill to cover 
this point next week. 

Mr. Sweeney. I am a great advocator of insurance to protect the 
family. If the type of insurance that was written was to discharge 
that debt and to give that family—the widow and the children—a free 
home, I think that would be very constructive to discharge the debt 
because I know full well that in many instances where the veteran 
dies, and the family doesn’t have the wherewithal to pay shelter costs, 
the only thing we have to do is foreclose and eject them. 

Mr. Byrne. Will you pardon me a minute on that last statement ? 
It brings another thought in my mind. Suppose Joe GI buys a house. 
Te is in the house for 5 years. He never missed a payment. Through 
no fault of his own, he is unemployed. How long does it take to evict 
him? And yet he must live up to that bond as long as he lives. 

Mr. Sweeney. What we are attempting to do in our servicing is ask 
if the unemployment is caused by some local recession, and we find out 
that it is possible there may be a recovery there, we ask the lenders to 
indulge them. If in the extreme case, it is possible we may go in there 
and pay part of the claim on that to forestall foreclosure, or we may 
even buy up the loan; however, if the veteran’s unemployment is self- 
inflicted, maybe something that affects his physical or mental ability 
to be employed, that becomes another matter. With respect to unem- 
ployment that is beyond his control, the only thing we can do is ask 
the lenders to indulge him a period of 90 days, 6 months, or whatever 
time it is necessary for him to become gainfully employed again. 

I think we have been very successful in many areas where we have 
had such situations, where we have had one-industry towns, or where 
we have had the unemployment that has arisen by strikes—we have 
asked lenders, they have been very cooperative. They recognize those 
things are temporary. That is distinguished from the self-inflicted 
situation, where he becomes physically and mentally incapacitated by 
his own fault, to have gainful employment. 

Mr. Byrne. In the Philadelphia area, where we have over 150,000 
people unemployed, has there been any foreclosures on these homes, 
either old or new homes? You stated that John Jones wants to buy a 
house near his father or mother, close to the family. He buys the 
house in the neighborhood ? ' 

Mr. Sweeney. I don’t know of any wholesale foreclosures. There 
may be some. Let me ask Mr. Brownstein. 

Mr. Brownsretn. We didn’t have the figures. I am certain that 
our office would have made arrangements with lenders to extend in- 
dulgence to the veterans in those cases Mr. Sweeney mentioned, where 
we find the veteran is in a tight spot temporarily, due to a layoff 
or something of that nature. We have geared our whole procedure 
to encouraging lenders to extend forebearance to those veterans. 

If the lender declines to extend forebearance we can buy the mort- 
gage and we have in fact bought the mortgage in some few cases. The 
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VA then carries the loan and extends indulgence to the veteran until 
such time as he is in position to resume payments. 

Mr. Byrne. That is my biggest worry. That is why I am asking 
you these questions. Mr. Brownstein, every day the situation gets 
worse, I am sure. 

Mr. Brownste1n. Our offices will know the facts in every case and 
not allow any case to go to foreclosure unless all facts are known 
and we determine that there are no possibilities of saving that loan. 
‘Those are the instructions to our office. 

The CuarrmMan. Mr. Fino? 

Mr. Frxo. Mr. Sw eeney, do I understand your testimony here this 
morning that it is the intention of the Veterans’ Administration to 
discontinue this policy of no downpayment ? 

Mr. Sweeney. No, sir; the lenders can still make 30-year, no-down- 
payment loans, but the closing costs will have to be paid in cash. 
They can still make the no-downpayment loan. What I think Con- 
gressman Ayres is referring to—— 

Mr. Fino. That is what threw me off. 

Mr. Sweeney. What he had in mind is that there are a number of 
veterans who are living in hovels or what not, would like to have a 
nice little home out in the suburbs at a price within their income. 
Sometimes they have nominal or low-level salaries. They have not 
had the wherewithal to accumulate a little savings, whether it is one 
hundred or two hundred dollars. These closing costs are for title 
examination, drawing of papers, recording, and other such fees, as 
you are well aware. “In some ee ‘they may range anywhere 
from $200 to as high as $300, $350 on a loan for a $7,000 or $7,500 
house. We are requiring those costs and prepaid items to be paid 
in cash. They will not be included in the loan. In other words, 
we will not make 103-, 104-percent loan. We will make a 100- percent 
loan. 

The Cuarrman. Mr. Dorn. 

Mr. Dorn. I was wondering if you still have trouble, Mr. Sweeney, 
about personnel in these offices to appraise loans, and so forth. I 
think I asked you that, Mr. Stone, once before. That is still one of 
your problems ? 

Mr. Stone. That is, yes. 

Mr. Dorn. That is one of the big complaints I have, and the per- 
sonnel in the office, they are good people, see if they can’t expedite, 
push some of these cases to get them out of the way as they should. 
I imagine you run into competition with FHA in getting the right 
kind of personnel to handle these cases. I guess that still constitutes 
one of your problems. Idon’t know. Tamasking. 

Mr. Sweeney. Mr. Dorn, let me answer this. way. As you well 
know, we try to anticipate volume of business well in advance of the 
fiscal year. Sometimes, the money markets, which we can’t second 
guess; or the builders, cause us to get caught with unprecedented 
filings. Your observation is right, that even though the offices are 
franchised by the Administrator, Deputy Administrator, to put 
people on, there isn’t the manpower. (C onsequently, we are jammed. 

Mr. Dorn. That is all. 

Mr. Sronr. The fee appraiser situation isn’t too bad. We have 
solicited from everybody invitations to file applications from the 
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veterans’ organizations, builders, real estate people, everybody. There 
seems to be now enough appraisers in each of the areas. Certain 
areas, I know like Columbus in particular, and Dayton, in Ohio, we 
don't have adequate appraisers there. We have an awful lot of ap- 
plications for people who want a very fine job as fee appraiser, who 
are not qualified. We try to hold the line up to make them have at 
least several years of experience to be able to do an appraisal job, not 
just some of these old sheriff's appraisers who go out and look at a 
house and say it is worth $7,000. There they are not scientific, but 
they are supposed to be good, local appraisers. 

The Cuarrman. Mr. Avery. 

Mr. Avery. This is something you haven’t any control over, I don't 
suppose, is this matter of closing costs. Have you ever explored those 
to be convinced in your own mind that that total amount of closing 
cost is arrived at with any justification? Or is that set up to be 
a pretty lucrative source of remuneration of the agencies involved ¢ 

Mr. Suvurorp. Will the gentleman yield ? 

Mr. Avery. Yes. 

Mr. Suurorp. Will you ask Mr. Sweeney to include in his reply 
what constitutes the closing cost. 

Mr. Avery. I will be glad to. 

Mr. Sweenry. We have a schedule of fees and charges, items the 
veteran can pay. When it gets into the items, themselves, we could 
not control what the recording fees of the local municipality are; we 
zan’t control the taxes, the revenue stamps, the mortgage transfer 
taxes of the several jurisdictions. 

There is one item we can have here with respect to title examina- 
tion. 

Mr. Avery. What about what? 

Mr. Sweeney. Again, now we are impinging upon the legal fra- 
ternity or title companies who have a standard fee that is applicable to 
all conventional matters. There is a certain rate when it gets into 
title insurance, either the mortgagee or the owner policy, there are 
other fixed fees dictated by the title insurance companies. We look 
askance on some of these charges, and our offices have scrutinized them 
well. I don’t think we could control them. We try to police the 
situation and see that those are comparable in the communities, and 
are like charges for conventional loans. I would have to admit, those 
fees, have gone up in the last several years like everything else. They 
lo look incomparable. When you add them all together, add them 
all up on a real estate deal, you will find you are paying four or five 
hundred dollars, really a penalty to buy a home. 

Mr. Avery. That is what I was getting at. Hasn’t it been your ex- 
perience maybe on older houses, an older house that maybe has some 
ileficiencies of title, then on a new house, just taking direct title from 
the developer and builder, it costs just as much to get this old title 
examined and brought up to date as it does a brand-new title, with 
inaybe only two or three entries on the abstract. 

Mr. Sweeney. Some builders made arrangements, again this is 
another incentive in some areas to make arrangements with the title 
company to give on proposed construction, minimize these costs by 
making arrangements with that title company, or the abstract com- 
pany, or the lawyer, or as the case may be, to issue new title in con- 
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nection with their closing, as they had no existing housing. We have 
no control over that. 

Mr. Avery. I understand that. 

Mr. Sweeney. Your observation is well taken. We do control 
the items. 

Mr. Avery. They can be included ? 

Mr. Sweeney. Yes. 

Mr. Avery. As to the amount? 

Mr. Sweeney. We would be regulating private industry, as it were. 

Mr. Avery. You haven’t an opinion as to whether those costs are 
justified or not? I realize you can’t control them; do you have an 
opinion on them ? 

Mr. Sweenry. Some of the requirements are controlled by the 
lender. In our cases, our direct loan, we do not require title insurance. 
Other lenders do. Whether it is a protective measure, and lends to 
the marketability of the loan. 

Mr. Avery. Has he concluded to your satisfaction, Mr. Shuford ? 

Mr. Suurorp. Do you now include advance payment on taxes, 
advance payment on insurance, of any character, into the cost of 
closing ¢ 


Mr. SWEENEY. In the closing cost, most lenders require an incre- 
ment of taxes, insurance, sometimes for a year, I think generally, 
an increment for hazard insurance has been included so they will 
have on deposit 12 months taxes paid in advance, and an increment 
of the insurance premium. Those are included in the closing costs, 
sir. 

Mr. Suurorp. Will the gentleman yield ? 


Mr. Avery. Yes. 

Mr. Suvurorp. Some insurance advance payments were made for 
insurance, or the first months prorated over a period of years; do 
you include in your closing costs the full year on insurance, or simply 
the first monthly payment on the insurance ? 

Mr. Sweeney. Mr. Shuford, we do not dictate or prescribe how 
that will be done. We leave that to the lenders to answer you spe- 
cifically. Some lenders require 1 year’s insurance premium be im- 
pounded, then it varies. 

Mr. Suvurorp, That would apply to taxes as well? 

Mr. Sweeney. That is right. 

Mr. SuHurorp. Thank you very much. 

The Cuarrman. Mr. Sisk. 

Mr. Sisk. Just one question, Mr. Chairman, with reference to the 
negative no downpayments; what percentage, if you know, if you 
have this figure of that type loans, are you making, are being made 
in the State of California, and if you have figures, how many veterans 
might be adversely affected by the change in your program in the State 
of California? 

Mr. Sweenry. Answering the first part of your question, Congress- 
man, I think we can give you that figure. I don’t have it with me. 
I will be glad to supply it. Part of your second question, we could 
not anticipate the number of veterans that would be adversely affected. 
We have no figures of the potential veterans out there that would be 
requiring homes nor do we have any income figures on that potential. 

Mr. Srone. It is safe to say it is a very small percent. 

Mr. Sisk. In view of the testimony that has been brought out here 
this morning, California apparently is one of the States that certainly 
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would be affected ; in view of the fact I believe you mentioned Florida, 
Texas, and California as being particularly concerned with this type 
of loan. Of course, with the further testimony that has just been 
Lrought out, in view of the fact that 1 year’s taxes, 1 year’s insurance 
might possibly be included in closing costs, I can see where a great 
number of veterans with low incomes will be excluded from the pro- 
gram, if there is a stop put on it. 

Mr. SWEENEY. That is possible. Congressman, I could translate 
the same analyses we made for the State of California about the income 
factors of the veterans who did obtain the negative, no downpayment 
loans. We have those figures. Those are the ones we have who have 
already purchased their property and have obtained the negative, 
no downpayment loan; to anticipate what the veterans have not ap- 
proached as yet, I do not know. 

Mr. Epmonpson. Will the gentleman yield / 

Mr. Sisk. Yes. 

Mr. Epmonpson. I wonder if we could expand the question that 
there be supplied for the record, data on each of the States where you 
feel there has been a problem created by the negative. no downpay- 
ment, so we will get the figures on how many veterans, each one of 
those States, have used that type loan, how many, according to your 
estimate. 

Mr. Sweeney. I will submit that estimate. 

(The matter referred to is as follows: ) 


Roe oF “100 Percent PLus” LOANS IN THE GI LOAN PROGRAM 





The Veterans’ Administration does not regularly obtain statistical breakdowns 
for the no-downpayment loans which would indicate the incidence of the so-ealled 
no-no-downpayment loan. 

However, certain data are available on this subject for some recent periods. 
For example, the following table summarizes data derived from the sampling 
of home loans guaranteed in 1954: 


Role of “100 percent plus” loans in the GI home loan program in 1954, by geo- 
graphic area, with data for selected VA regions’ (excluding alterations and 
repair loans) 


**100 percent 


Geographic area and VA region ! Potal loans plus” loans as 
guaranteed | percent of 


| total 2 












Total, all regions (except Alaska, Hawaii, and Puerto Rico) 405, 906 1.9 





New England---_........-- Sts sph atabek : : 31, 640 () 
ne act ashlee: Giinia eo wninutls ania en 99, 236 8 
East North Central eevee ; 7 56. 065 .4 
West North Central_................ wis : > ‘ 33, 161 .3 
South Atlantic..-.........-.- ia Maa ae ae 49, 813 10 
_” & eee ina é i , 5, 215 33 
Poss-A-Gaeile, Wis... ..2oss.s.u<.... , : 5, 099 37 
Atlanta, Ga_. kote a aos ; 7, 638 14 
East South Central pcos idotebd ee c 19, 468 1.9 
Jackson, Miss iat : ae 3, 303 10 
Wont South Central. ...............- Seka, 42, 303 2.4 
Houston, Tex pulidlibinigisnieemscatbaiiaial anc a 9, 309 9 
Mountain. Se areareb deat ‘ ‘ ne 18, 275 a 
TE O08 ie ri eee see ‘ - 5 ee 55, 045 7 





' Only those VA regions with estimated percentages of ‘100 percent plus’’ loans significantly above. the 
United States average (1.9 percent) are listed. 

2 Estimated percentage of loans where closing costs are paid from the loan proceeds; these estimates are 
based on a 2-percent sample of home loans closed in 1954. 
3 None reported. 


61914—55——_5, 
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In ‘addition to the foregoing, a number of reports have been received from 
VA field offices thus far in 1955, indicating that the no-no-downpayment loans 
inereased in importance in a few areas during the current year. A summary 
ef such comments is presented below: 


Region Date Comment 


New Fork, N. Y April 1955_.......- | About 10 builders are currently selling homes 


with no downpayment and with closing costs 

| included in the loan. Such loans account for 

| roughly 36 of the no-downpayment loans, but 
only about 2 percent of total home loan volume, 
since no-downpayment loans are relatively in- 

| frequent, except in the lowest price brackets. 

Battimore, Md_________.__..._....| March and April | In March, it was reported that 5 builders were ad- 

1955. |  vertising GI loans with no closing costs required 

of purchaser. A recheck in April showed that 
| only 2 or 3 builders were continuing this prac- 
| tice. 

Miami, Fla_ ; _......| February 1955.....; About 10 percent of current 100 percent loans in- 
clude closing costs in the loan; in addition, I or 2 
builders absorb closing costs. 

Pass-A-Grille, Fla. _- ....do____........| Closing costs are included in the loan in about 60 

pervent of the current no-downpayment cases. 





| 
| 


Bellies, Bes... .--=.->.--- pita ha aia ells «eatin placa Typical builders are paying about one-half of the 
| closing costs in 100 percent loan cases. 
NE beac dkc cd ecds i] 4s see Closing costs are paid by builder in about 60 per- 
cent of all 100-percent loan cases. 
Los Angeles, Calif_____-_- sly ceed. SUL Seen Some 20 percent of current no-downpayment 


loans include closing costsin the loan. Builders 
| are absorbing closing costs in many additional 
| cases. 
| 


| 


oe RL ke eee | Closing costs are included in the loan in about 10 
percent of all 100 percent loans. 


San Francisco, Calif 


Mr. Sisk. Thanks to the gentleman from Oklahoma for bringing 
that. out. I am interested in the number who have secured homes 
through that type of loan. I think in some measure it would give us 
the answer to the number in the future that possibly would be affected, 
or might not be affected. I would like to see those figures. 

The Caarrman. Mr. Siler. 

Mr. Stier. I would like to ask this kind of compound question. 
Briefly summarize, if you can, the VA appraisal procedure and tell 
vis ‘What the average cost of appraisal might be, who pays it, what do 
you think of the virtue of having recognized ‘standard appraisal that 
might be used by all governmental lending agencies, such as the FDIC 
appraisal? And thus be calculated to save money to the borrowers? 

Mr. Sweeney. Mr. Congressman, let me explain that our approach 
or @valuation under the laws we are administering is to determine 
what-the upper limit or the upper price the veteran can pay. for a 
particular property. That is prescribed in the law. We have trans- 
lated that to mean in connection with existing housing, that would be 
the current market value of the property, less depreciation and such 
other factors. On proposed construction, the upper limited value 
would be cost, it would be the appraisal of the vacant land on com- 
parable basis, plus the cost of the in-place construction, and allowing 
10-percent profit, plus a factor for overhead of anywhere from 2 to 4 
percent. With that approach, then we use our fee people to go out 
there and review on proposed construction, new construction, to eval- 
uate the land as it will be proposed to be improved, including all the 
onsite and offsite improvements, plus the house. They will come up, 
give their best opinion of what will be the upper limit or price that 
the well-informed buyer would pay. That is the usual approach. 

Similarly, on existing housing, we will go out there and appraise 
that property, based on its present condition, and relate that to the 
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comparables, what would a comparable house sell for in its present 
condition, relate any other influences; the appraiser then comes up, 
says in his opinion he would pay—the value of the property an in- 
formed buyer would pay would be “X” dollars; that is a little different 
than when you refer to the FDIC. I don’t know what their appraisal 
formula is or their approach. I assume that for a matter of bank 
examinations, to find out whether their mortgage portfolio is such 
that the sec urity underlying there is margin enough so in event of 
default there would be some recov ery—that is a little different ap- 
proach than trying to set an upper ‘limit of value. Similarly, the 
FHA; their approach primarily is along economic value, determining 
what maximum loan they would insure on there. 

What we are doing, we don’t like to refer to it, we have a price 
control. So our approach is altogether different than what you would 
do for a bank or institutional examination as against what you would 
do for a mortgage investment. Similarly, it has an altogether dif- 
ferent approach than you would do from an investment standpoint 
with respect to rental or revenues. You have another, different ap- 
proach there, 

What we have attempted to do is find the best qualified fee people, 
best local appraisers. They are supposed to have informed opinion of 

values. We have tried to use their opinion to support our determina- 
tion of what the upper limit would be, both on proposed and new con- 
struction. Admittedly, the fact of human nature, itself, some apprais- 
ers are very optimistic. Others are middle of the road, some are very 
conservative. In our offices, we attempt to correlate all ‘of this mass of 
information we get on comparabilities, costs of proposed construction, 
and comparable land values. We get a pretty good idea of the trend 
of things in value, always bearing i in mind we are setting the upper 
limit the veteran can pay for that property. 

Mr. Suter. What is the average cost? Do you have figures on it? 

Mr. Sweeney. Let’s take an existing housing where the lender or 
veteran requests appraisal. Normally the average appraisal fee that 
is paid by the veteran on existing housing, I w ould say, about $17.50. 
You go out in the rural areas, the local office allows a little higher fee 
for transportation of the fee man, It may go as high as $22.50 or: $85 
on existing houses. 

In connection with proposed construction, where a builder comes in, 
say with a project, I don’t have these figures right at my tip, but we 
had 100 units; then he pays the panel of appr aisal, I think it is some- 
thing like $4.50 or $5 for each unit. That fee is split between the three 
members that are on that panel. The builder pays for that appraisal. 
But the veteran does not pay that amount. We do authorize the field 
offices to permit the veteran to pay the compliance inspection fee; In 
other words, as that property goes along, we have a fee compliance 
inspector, presumably watching this construction, to see that it meets 
the plans and specifications. The builder pays the compliance inspec- 
tor, but at loan closing. 

The veteran can pay the three $5 fee inspections. 

Mr. Sitter. That is all. 

The Cuarrman. Dr. Long? 
Mr. Lone. No questions. 
The CuHarrman. Mr. Diggs? 
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Mr. Dices. I would like to ask the chairman, Will we have another 
opportunity for interrogation? I have some questions I would like 
to ask, but I haven’t dev eloped them because I have been away re- 
cently. I would like to find out if we will have another opportunity to 
interrogate him about this very important matter; then I can contact 
the State commanders back home and develop along certain other 
litres. 

The Cuarrman. Would you do that? We will either have another 
hearing or you submit them to Mr. Sweeney in writing, let him answer 
them for the record. 

Mr. Dices. All right. 


(The matter referred to is as follows :) 


| 

Detrroir, Micn., April 28, 1955. | 

(HARLES C. Diges, Jr., | 

Member of Congress, House office Building, 
Washington, D. C. 

If latest VA data indicates a stoppage of GI no down payment loans, we are 
heartily ee The present program has proved excellent for the community 
and the Nation. The World War II mortgage field will close in July 1957, we 
would like to see it used to full advantage until that time. 

JOHN R. DAGENAIS, ) 
Executive and Service Director of Michigan Department of AMVETS. 


- 


Detroit, Micn., April 27, 1955. 
Congressman CHarves C. Drees, Jr., 
Washington, D. C. 
JWZ in favor of bill present form, opposed any change. 
JENNY LITTMAN, 
Commander, Department of Michigan, Jewish War Veterans. 








GRAND Rapips, Micu., April 28, 1955. 
Congressman CHARLES C. Diaags, Jr., 
House Office Building, 
Washington, D. C. 

Veterans of Foreign Wars of Michigan unalterably opposed to any Veterans’ } 
Administration directive outlawing of the no-down payment or closing fees from 
purchaser. Would deprive thousands of honorably discharged veterans of 
opportunity to become home-owning- citizens. Keep up the f ght. 

Leon B. BueEr, 
State Commander, VFW Michigan. 


Detroit, Micu., April 28, 1955. 
Hon. CHaries C. Dic6és, 


Member of Congress, Washington, D. C.: 
Upon checking the record here in Michigan, it is very evident that the new 


housing regulations will have very little effect in Michigan. Since its inception 
only 150 loans of the type concerned have been processed here. 


, 


KENT T. LUNDGREN, 
Commander, the American Legion, Department of Michigan. 


Detroit, Micn., April 28, 1955. 


Hon. CHARLES C. Diaes, Jr., 
House of Representatives, Washington, D. C.: 
Re your telegram concerning VA directive to outlaw inclusion of closing costs 
in mortgage. Advise that only 124 of 8,500 loans processed to date in the calendar 
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year 1955 in Michigan were involved in this type financing. From inception of 
program 170,000 loan applications have been received. The practice was not 
operated here prior to January 1955. Since this type financing has been practi- 
cally nonexistent in Michigan no adverse effects appear to be indicated. Veterans 
can still obtain housing without downpayment, providing closing costs are paid 
in cash this would amount to approximately three to four hundred dollars on 
$10,000 loans. 
JOHN D. KRUSE, 
State Cohimander, Disabled American Veterans. 

The Cuairman. Mr. Teague? 

Mr. Teacur of California. Just this observation, Mr. Chairman, 
it seems to me you people of the Veterans’ Administration, we as mem- 
bers of this committee and as Congressmen have two duties. One is 
the compassionate obligation we feel for veterans; on the other hand 
is the obligation and duty we have for taxpayers as a whole. My im- 
pression here, this morning, as a new member of this committee, is 
that you people are maintaining a very proper and good balance be- 
tween those duties. I would like to compliment you upon the presen- 
tation. 

Mr. Sweeney. Thank you, Mr. Congressman. 

The Cuarrmay. Is that all? 

Mr. Tracue. That is all. 

The Cuatrrman. I have three questions; first, are there any cities 
which your regional offices have determined to be overbuilt ? 

Mr. Sweeney. No, sir. As I stated in my statement, there is no 
city that has what we call a serious surplus. ‘There may be a surplus 
of price houses, in other words, in the higher-price houses. There 
may be surplus, may be an overhang. In some areas there may be a 
surplus that is temporary, it isn’t serious, Generally, most of our 
offices, say there is an imbalance but the point Mr. Chairman, I think 
that we are concerned about, is that these studies make sure, this is 
initiation in some of the offices, to go out here, continue the study, 
make sure if there is an impending surplus in any price category ; that 
they will review this appraisal request, so advise the builder or make 
sure there is no serious overhang. If he wants to go ahead and build 
them, that is their problem. We don’t think we should extend our- 
selves. 

The Cuarman. Is the regional office decision final as to whether 
certain price houses are overbuilt in a city 4 

Mr. Sweeney. To the extent they want to withhold their appraisal 
or limit the numbers, they are. To make a definite statement it is a 
surplus, no. I think they ought to consult with our office. We will 
determine that. 

The Cuairman. I personally am much concerned about the next 
2 vears in this housing business, when the housing for the World War 
II veteran expires. I don’t want to impose a burden on your people, 
but if regional offices do determine that cities are overbuilt, I would 
like to be notified of it so this committee can be informed. 

Mr. Sweeney. I will be glad to keep you informed. 

The CuatrmMan. The articles I spoke of at the first of the meeting, 
Mr. Siler has one, “GI Housing Boom May Be Nearing An End As 
The Big Money Lenders Put On The Brakes’”—I wouldn’t be sur- 
prised if that increases considerable in the next 2 years. I hope you 
people will be ready to recommend some kind of pool of direct loan 
noney or something for the Administrator to take care of situations 
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like that, as we approach the end of the entitlement to World War IL 
veterans. We are very anxious to be informed in this committee as to 
what happens in the next 2 years. 

Mr. Sweeney. We will inform you. 

The Cnarrman, Are there any other questions? 

Mr. Fino. One other. 

In connection with this whole problem where we are primarily 
concerned with the veteran of low income, is it possible to modify this 
policy as to permit title cost to be added on to the mortgage only in 
cases where the income bracket is under $4,000, let us say ¢ 

Mr. Sweeney. Yes; we can administratively determine that. We 
would like to make a study of the situation and find out whether that 
will be applicable to certain areas, type of income and location and the 
real need in the community. 

Mr. Fino. Can this policy be flexible for areas? 

Mr. Sweeney. Certainly, but it will create an administrative 
problem. 

Mr. Frno. My concern is New York City where the cheapest house 
is $10,000, a veteran who is crowded in a little apartment, wants to 
get himself a néw home, he finds he doesn’t even have three or four 
hundred dollars to do that, which would be, in a $10,000 mortgage, 
would run about that much, maybe more, on his income, say $3,800 to 
$4,000, he finds he has to stay where he is, he can’t get himself a new 
home because of this policy that would be in effect. So I hope the 
VA will give consideration to that problem. 

Mr. Sweeney. We will do that. 

The Cuarrman. Mr. Sweeney, one other question I want to get in 
the record ; if you people find that there is abuse or an illegal act as far 
as your housing program is concerned, how far is the VA allowed to 
process this?) When are you required to turn it over to the Depart- 
ment of Justice? 

Mr. Sweeney. Any time any of our regional offices,. have certain 
facts called to their attention, whether it is by review of a docket or 
other finding, and find that the action taken by a program participant 
is prejudicial to the Government or tantamount to fraud or misrepre- 
sentation, they are under instructions to consult with the Chief Attor- 
ney and have the matter referred over to the FBI. That is under 
agreement between the Department of Justice and Administrator of 
Veterans’ Affairs. Then they in turn follow through and make their 
proper investigation and interrogation, if necessary, find out just 
exactly what the matter is, and if necessary refer the matter to the 
United States district attorney. On the other hand, where we find 
certain acts on the part of the program participants, we have certain 
administrative sanctions we impose, either by the temporary suspen- 
sion or final suspension. 

When it is tantamount to fraud, it is then referred to the FBI. 

The CHarrman. One other point, as I understand it, you people 
have always held a fee appraiser was not an agent of the Government. 
Mr. Sweeney. That is right. He is an independent contractor. 

The Carman. Hasn’t it happened recently where a judge held in 
court that they were agents of the Government ? 

Mr. Sweeney. That I am not informed, Mr. Chairman. 

The Cuarrman. I believe that is true. I believe we have a record 
of the case. It seems to me, Mr. Sweeney, quite important that you 
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people let your fee appraisers know that that ruling has been made, 
that they are considered agents of the Government. _ 

Mr. Sweeney. I will have to read the case, Mr. Chairman, on that. 
I have not seen it or heard about it. 

The Cuarrman. We will turn it over to you. I know much of your 
trouble comes with the fee appraisers. It seems to me it would have 
quite a wholesome effect to know that the court has held they were 
agents of the Government. | 

Are there any other questions ? 

There seem to be none. : 

(The following material was submitted to the reporter for inclusion 
in the record :) 

In the United States District Court, Southern District of New York 
C 142-153 
UNITED STATES OF AMERICA, PLAINTIFF 
against 
JAMES H. GILHOOLY, DEFENDANT 


MEMORANDUM 






Noonan, D., d.: 

The defendant in this action has moved to dismiss the indictment herein on 

the ground that it does not state facts sufficient to constitute an offense against 

the United States under Title 18, U. 8. C., Section 202. 

The pertinent portions of that section describe a violator thereof as: 

“Whoever, being * * * a * * * person acting for or on behalf of the 

United States, in any official capacity, under or by virtue of the authority 

of any department or agency thereof, * * * asks, accepts, or receives any 

money, or any check, order, contract, promise, undertaking, obligation, 

gratuity, or security for the payment of money, or for the delivery or con- 

veyance of anything of value, with intent to have his decision or action 

on any question, matter, cause, or proceeding which may at any time be 

pending, or which may by law be brought before him in his official capacity, 

or in his place of trust or profit, influenced thereby * * *” (18 U.S. C. 202). 

The defendant bases his motion for dismissal on the ground that he cannot 
on the face of the indictment be a person capable of committing the above offense. 
The issue that must be resolved is whether the defendant as a fee appraiser and 
compliance inspector for the Veterans’ Administration, at the time of the alleged 
offense, was a person acting for or on behalf of the United States in an official 
eapacity. 

The defendant was a duly qualified appraiser, and by definition under 38 
C. F, R. 36.4801 (i), was not an “agent” of the Administrator. Subdivision (cc) 
of the above-mentioned section of the Code of Federal Regulations states that 
the appraiser represents the “prospective purchaser” in a relationship of trust. 

General Administrative Procedures and Policies outlined by the Veterans’ 
Administration provides in a portion of section 4030 that fee appraisers are 
independent contractors rather than Veterans’ Administration employees. They 
are not paid by the Veterans’.Administration (see sections 4210, 4221, 4222, and 
4240). Appraisers’ and inspectors’ determinations are not final, but rather are 
subject to the review and possible modification of the Veterans’ Administration 
(sections 4174,-4111, and 4112 of the General Administrtaice Procedures and 
Policies and 38 C. F. R. 36.4842 and .4345). 

On the last page of his reply memorandum, the defendant summed up his posi- 
tion in a series of numbered conclusions as follows: 

“The defendant— 

“1. Was not under contract to the Veterans’ Administration. 

“2. Was not an employee of the Veterans’ Administration. 

“3. Was not an agent of the Veterans’ Administration. 
“4. Was not a representative of the Veterans’ Administration. 
. Did not report his income as a salary from the Veterans’ Administration. 
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“6. Was not on the payroll of the Veterans’ Administration. 
7. Was an independent contractor. 
S. Appraised for the benefit of the veteran purchaser.” 
With most of these conclusions the court agrees, but with numbers 4 and 8, 
we cannot wholly agree. While the defendant was not a representative of the 
Veterans’ Administration in that he could not bind it to anything, he nonethe- 
less performed his work for its guidance and assistance as well as for the 
veteran’s; and his appraisal was not only to protect the veteran and assure him 
that he was paying a fair price, but also to assure the government through the 
Veterans’ Administration that it was not guaranteeing a larger loan than the 
value of the property warranted. 

If the government guaranteed a loan in excess of the value of the property, 
it would be taking an unnecessary risk in the event that the veteran defaulted. 

The defendant was designated by the Veterans’ Administration as a duly 
qualified appraiser and compliance inspector. He reported his findings to the 
Veterans’ Administration, and, while it could modify those findings, the purpose 
of having his appraisal and/or inspection was so that it could rely on it; to hold 
that a person in such a position could allegedly accept a bribe from the owner 
of the property he was appraising or inspecting without betraying an actual 
trust officially reposed in him by the government would be absurd. The govern- 
ment agency selected the defendant as one whom it could trust to report the 
facts in the matter accurately. Basing its decision largely on his report, it 
could either grant or deny the guarantee of a loan. By guaranteeing a loan 
that might not have been approved if the report were accurate and honest, the 
government would stand to lose a part of the money involved. To this extent 
it appears clear that the defendant was in fact representing the interest of the 
United States; and, as a member of a panel expressly selected by the Veterans’ 
Administration to report to it the reasonable value of certain property or com- 
pliance with certain regulations, he was representing the United States in an 
official capacity. 

Therefore, the indictment does state facts sufficient on its face to constitute a 
Violation of Section 202 of Title 18 of the United States Code. 

The motion is denied. 

Dated: New York, N. Y., December 30, 1954. 

Grecory F. Noonan, U. 8S. D. J. 





VETERANS’ ADMINISTRATION, 
DEPARTMENT OF VETERANS’ BENEFITS, 
Washington, D. C., March 22, 1955. 
To: Manager—All VA regional offices and Veterans’ Benefits Office, District of 
Columbia. 
Subject: Evaluation of housing market areas. 


1. In order that this office may be fully acquainted with the current status of 
housing market conditions in various principal areas throughout the country, 
you are requested to furnish your evaluations of certain areas in your region 
as indicated below. This information will be of material assistance to this 
office in planning future operating requirements and in formulating loan guaranty 
program policies. 

2. A separate housing market evaluation report is to be completed for each 
market area containing a city over 50,000 population. In the case of market 
areas whose principal city had a population of less than 50,000, the evaluation 
report is requested on/y in those cases where a moderate or serious surplus of 
new sales housing is considered to exist for one or more of the price ranges 
indicated by the reporting format attached. Reports are not requested at this 
time on those cities under 50,000 where the market for new sales housing is 
considered in balance and where there are currently shortages of housing, 
Where smaller cities are part of metropolitan areas, do not report separately 
but include your evaluation of them in your report of the larger housing market 
area. 

3. In your analysis of all housing market areas, you should take into considera- 
tion a number of factors, including the number of newly completed houses which 
are unsold, the length of time betwen completion and sale, the recent trend 
of selling prices of existing houses, and the extent, if any, to which an over- 
supply of housing has caused any price reductions in new or existing housing. 
In the case of areas involving cities over 50,000, you will also need to consider 
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the level or ratio of rental vacancies, the trend or prospects of changes in rental 
rates, and the overall housing requirements of the area in terms of population 
need. However, it is not desired that a physical inventory of unsold new 
dwellings or an independent vacancy study be undertaken by the VA staff for 
this purpose. It is recognized that the information submitted will necessarily 
be based on informed opinions and will thus reflect probable market status 
rather than known conditions ascertained through physical inventories and 
full field surveys. 

4. In the case of sales housing, where current surpluses are characteristic 
of several large projects or typify a lessening demand in a city, this tends to 
indicate a general surplus in the area. However, slow sales in 1 or 2 projects 
need not warrant such a conclusion. The recent trend of sales market velocity, 
eonsidering seasonal factors, is more important in evaluating an entire city. 
Your analysis of any sales market surpluses should be conducted so as to 
distinguish between sales-price brackets. 

5. In conducting your study, we recommend that active VA fee appraisers and 
compliance inspectors, as well as salaried Loan Service and Property Manage- 
ment representatives be invited to furnish their best opinions. These should 
be reviewed by the supervisory staff of Loan Guaranty Division in the light 
of their experience in making field reviews of new construction as required by 
EM 4A-29, paragraph 2, as well as from any reliable information they may have 
or be able to obtain from lenders, builders, realtors, municipal, and utility com- 
pany officials. 

6. The special reports that are required in connection with cities having serious 
default problems and forwarded pursuant to Manual M4-8, part III, paragraph 
2.40b may contain information that has current relevance, although your analysis 
should not necessarily be confined to such areas. Also, if you have experienced 
an increased number of requests for extensions of the validity period for CRV’s, 
that fact may in some cases also be an indicator of a lagging sales market. 

7. The attachment to this letter contains the format which is to be followed 
in submitting your reports. No standarized form is being provided, and each 
regional office is expected to arrange for preparing copies of the required report- 
ing format in the most economical manner. As indicated above, a separate report 
will be submitted on each housing market area which has a city with a population 
in excess of 50,000, and for each city having a lesser population if a serious or 
moderate housing surplus exists at any of the price levels indicated by the 
reporting format. All reports are to be submitted in duplicate. 

8. You will note that the reporting format calls for a separate evaluation 
in the low, medium, and high price ranges. In submitting your report you 
should signify the prices used to characterize high and low. Since the reports 
requested for cities of less than 50,000 population are concerned primarily with 
surpluses of new sales housing, item A may be omitted in the reports made 
on such areas. It will also be noted that no reports need to be submitted in 
connection with such areas in cases where only columns 3, 4, and 5 would be 
used in item B. 

9. In the comments block (item F), please describe in some detail the facts 
and opinions upon which your estimates and evaluations were predicated, par- 
ticularly in instances where moderate or serious surpluses are indicated. The 
purpose of your narrative comments should be to aid this office in obtaining 
and understanding of the elements that have prompted the evaluations you 
have made, as well as in forming a fuller view of the housing market status 
in each area, so that we may consider the significance and the comparability of 
the evaluations submitted by the various regional offices. 

10. Your evaluations for all market areas containing cities over 50,000 popula- 
tion should be dispatched within 10 calendar days following the receipt of this 
letter. Please dispatch the reports for cities under 50,000 where you believe a 
housing surplus exists within 25 days following receipt hereof. Reports control 
symbol VB6-15-S has been assigned to this request. 

11. If surpluses develop during future months in any cities or areas not 
currently reported in the surplus category, please so advise in the Monthly Report 
of Current Housing Situation (VA Form 4-7406) as soon as surplus conditions 
are observed, furnishing for each such area a complete analysis along the lines 
requested by this letter. 

RALPH H. Srone, 
Deputy Administrator for Veterans’ Benefits. 
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VETERANS’ ADMINISTRATION 
DEPARTMENT OF VETERANS BENEFITS 
EVALUATION OF HOUSING MARKET AREA AS OF ._____-___~ scinthoupak cas’ 


Pane or wreecinet Cty... Area population, 1950: ----__---- 
Extent of area, if larger than city proper: 





If col. 3 or 4 


Current status is checked, 








F 
ite oe __| are there 
signs of 
Serious | Moderate | Balanced | gportace | ——— 
surplus surplus supply | (Yes or no) 
(1) (2) (3) (4) (5) 
A. Status of overall housing 
supply seal ¢: ae 0 Oo See eee es 
B. Status of new sales housing 
supply, bv price range: 
Low (under $ ee C) C) CT ayer eee 
Medium =: a [] [] C) Ca eae A 
High (over $ ene CJ C) C) C] i Se 


©. If any “serious” or “moderate” surpluses are reported above, provide answers 
to the following questions: 

1. Does the surplus reported prevail throughout the market area? (Yes or 
i .. If “no,” specify portions of area or types of housing pri- 
marily affected: ______- a ee a oe. 

2. What are the underlying factors (suc h as outmign ration, business and 
employment conditions, overbuilding, etc.) which caused the surplus 
conditions reported? 

3. Is the surplus absorbable on the basis of current and foreseeable condi- 
tions? (Yes or no) —-----. If “yes,” in how long a time? —_-_-- 
months. 

D. If any moderate or serious surplus exists what action has been taken by your 
office in respect to units in projects being sold with VA financing? Describe 
and furnish evaluation of effect. 

E. Construction activity: Provide estimates for entire housing market area as 
follows: 

1. Number of 1-family houses placed under construction in past 12 months 

ee Number of new houses completed and unsold —_--~- 

F. Indicate below in general terms the circumstances which for m the basis for the 
judgments expressed in items A and B above. Include any survey results or 
estimates relating to rental vacancies, vacancies of existing homes for sale, 
trends of starts, sales, sales prices, rentals, appraisal requests, ete. In cases 
where surpluses are reported, also furnish any other pertinent information 
regarding the subject area which will aid central office in evaluating the situ- 
ation in the area. (Use additional sheets as necessary. ) 





VETERANS’ ADMINISTRATION, 
DEPARTMENT OF VETERANS’ Danuetre, 
Washington, D. C., March 22, 195: 
To: Manager—All VA regional offices. 
Subject : Control of valuations on proposed construction. 


1. During recent months our attention has been directed to some reports and 
correspondence that have indicated the existence of housing market surpluses 
in certain cities and towns. While these reports have not been numerous, and 
in some cases relate to vacancies in rental housing rather than to unsold new 
sales housing, any such conditions are symptomatic of possible changes in realty 
values and should of course be accorded full attention in the administration of 
loan guaranty affairs by this agency. 
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2. VA field offices have been advised from time to time regarding the general 
policies to be followed in dealing with such housing surplus situations as may 
arise. For your convenience, these policies are briefly summarized below. 

3. Whenever VA regional offices are afforded clear evidence of surpluses or of 
a sluggish market, several precautionary measures must be taken. 

(a) In the case of new projects or of additional units in projects previously 
appraised by VA the number of units for which certificates of reasonable 
value are issued should not exceed the number which the VA regional office 
feels assured can be successfully marketed during the validity period. In 
cities or communities where there are definite indications of decreasing 
demand, a slowing of sales velocity, increasing vacancies, or surpluses of 
new sales housing, the issuance of CRV’s for proposed construction should 
be strictly limited to the number of dwellings whose prospective sale appears 
assured. Such assurances may come from signed purchase agreements, or 
as a result of new installations such as a new source of employment or 
improved transportation facilities. 

(by) Whenever any adverse housing market influences are found, the levels 
of value stated in any CRV’s issued or extended, must of course reflect a 
full and proper measure of such influences. The appraised value of the 
completed houses should be determined not only in the light of current 
demand but also in consideration of prospective market influences that have 
present applicability and can be so assessed. In extreme cases it is even 
possible that growing economic obsolescence may be so unmistakable that the 
reasonable value of proposed construction might be less than current repro- 
duction costs. 

(c) If requests are received from builders or sellers for extensions of 
validity periods, the VA regional office should seek to determine the reasons 
why the houses in question have not been completed and sold more promptly. 
If definite evidence is found that indicates a slackening of demand or build- 
ing in the locality, action should be taken as appropriate to reduce the 
valuation in connection with the extension, or to deny the request and allow 
the CRV’s to lapse. However, where strong demand persists and no adverse 
influences are observed, such requests may be properly granted. In consid- 
ering requests for the extension of validity periods, the proper policy would 
be to limit the length of the further validity period to the time necessary to 
complete construction and permit a reasonable marketing effort, but not to 
exceed the probable or foreseeable number of months that the market of 
the locality will support the valuation contained in the certificates. 

4. It is neither the function nor the purpose of VA loan guaranty appraisal 
policies to lead the trend in any direction. Instead, the veteran and the Govern- 
ment will be best served by observing, gaging and promptly reflecting significant 
changes..whenever they take place or can be anticipated with certainty. Your 
files of consummated realty sales transactions indicating comparable levels of 
market values will serve as a valuable tool in this regard, and should be carefully 
maintained in a current status at all times. On the one hand, we must avoid 
exercising illogical or arbitrary downward pressure on costs or prices; on the 
other hand, we must not fail to take full cognizance of declines in housing 
demand, as reflected directly in marketing tempo and vacancies, and ultimately 
in costs and prices. Close surveillance of geographically broad housing market 
areas is usually necessary in keeping properly informed of emerging trends. 
Thus it should be VA’s purpose to be kept fully informed of market influences, 
and to reflect proper changes in the reasonable value, as well as to exercise 
judicious control over the quantity of certificates of reasonable value issued for 
proposed construction. 

5. In order to keep this office informed on significant developments, you are 
requested to include in your monthly report of current housing situation (VA 
Form 4-7406) narrative comments concerning any projects of significant size in 
which the number of units appraised is restricted, indicating the reasons why 
the cut-back was deemed advisable. If CRV’s are later issued in connection with 
additional units in such projects, include reference to such actions in subsequent 
reports, together with a statement of the justifying reasons. 


Ratpepu H. STONE, 
Deputy Administrator for Veterans’ Benefits. 
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Unitep States SENATE, 
COMMITTEE ON BANKING AND CURRENCY, 
March 29, 1955. 
HENRY WALTEMADE, 
President, National Association of Real Estate Boards, 
Washington, D.C. 

Dear Mr. WALTEMADE: Recently certain expressions of concern have been 
voiced by prominent individuals with respect to overbuilding and excessive 
credit in the housing industry. Mr. Marriner §S. Eccles testified to that effect 
before the Senate Banking and Currency Committee on March 10, 1955. At 
that time he stated “there are elements of real danger to the economy from 
overbuilding of homes made possible by excessive easy mortgage terms.” Dr. 
Gordon W. McKinely, economic director for the Prudential Insurance Co. of 
America, is quoted in the press on March 25, 1955, as follows: “The Government 
is making a serious mistake in artificially stimulating home demand threugh 
the no-down-payment provisions of the Housing Act of 1954.” These statements, 
plus the fact that construction for 1955 may reach an all-time high, may be 
indications of future trouble. 

As chairman of the Senate Subcommittee on Housing, I am naturally con- 
cerned over these statements and would seek remedial action if convinced that 
they reflect a clear and present danger to our economy. I am therefore asking 
for your comments with respect to present conditions in the housing industry. 
I would appreciate having your thoughts as to whether there is excessive credit 
and overbuilding in the industry. Is the problem one of maldistribution hetween 
sales housing and rental housing or between high-cost and low-cost housing? 
Are the provisions of the Housing Act of 1954 chiefly responsible for over- 
extension of credit if such overextension is present? What are the dangers of 
such conditions if found to be present, for the industry, the Federal Govern- 
ment, and the consumer? What action would, in your opinion, be appropriate 
to correct the situation? 

Very truly yours, 








JOHN J. SPARKMAN. 


NATIONAL ASSOCIATION OF REAL Estate Boarps, 
Washington 6, D. C., April 13, 1955. 
Hon. JoHn J. SPARKMAN, 
Senate Office Building, Washington, D. C. 

Dear SENATOR SPARKMAN: Thank you for your recent inquiry and the oppor- 
tunity it affords to present to you and the members of your subcommittee some 
of the reasons for industry confidence in the health of our present home market. 

Our vigorous rate of home production and home buying rests, in the final 
analysis, upon the healthy expansion that is taking place in the national economy 
as a whole. Moving in step with this general trend with a stable price pattern, 
the home market has none of the characteristics of an erratic or inflationary 
surge, or of a building boom running out of gear with general economic move- 
ments. Consequently, 

We should sustain the current rate of home production and home purchase.— 
American business as a whole has registered its impressive vote of confidence in 
our economic future by establishing new records in its own investment in business 
expansion. As you know, business expenditures for new plant and equipment 
reached an alltime high of $25.64 billion in 1951. This new high has been ex- 
ceeded in every year since. The Department of Commerce now reports that 1955 
dividend payments are running ahead of last year’s rate. The Department's 
estimate for this year predicts that manufacturers’ sales will advance 4 percent, 
and retail trade 6 percent. 

As the source of our high rate of employment and earnings provides for its 
own sound expansion through this sustained high volume of business develop- 
ment, it is logical to expect a comparable and orderly advance in the market for 
homes. 

It must also be taken into account, that advance in the market for homes is, 
itself, a part of our general economic development. If it should be curtailed 
through restrictive action, its decline would reverberate throughout our sensi- 
tively balanced economy. 

Last year’s sustained healthy home market is credited by economists with turn- 
ing general trends from decline in the early part of the year to 2 productive up- 
ward movement in the second half of the year. A similar cause-and-effect rela- 
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tionship in the other direction can follow any deliberately planned restriction on 
home production and home buying. 

Today’s home mortgage debt is sound and manageable.—Families that have 
purchased homes on low downpayments—and no downpayments—have proven to 
be excellent credit risks. The Veterans’ Administration reported defaults at only 
1.1 percent of outstanding guaranteed home loans in January of this year. Con- 
trary to some unrealistic predictions, GI’s are not “walking away” from the homes 
they purchased by assuming a moral and legal obligation. Today the homeowning 
family or modest income is not thinking of its low-equity payment as a means of 
escape from obligation, but rather of the secure hold it has on a home of its own 
by meeting a monthly obligation within its means. 

There is no parallel whatever in today’s mortgage debt and the situation that 
prevailed 25 years ago. In 1954 mortgage debt represented only 37 percent of 
national income, whereas it had equaled 62 percent of national income in 1930. 
Mortgage debt in the late twenties was expanded in financing hotels, apartment 
buildings, and office buildings. Today it is accounted for principally by purchase 
by families of homes of their own. 

Home mortgage debt of the late twenties represented first mortgages written 
for short terms of 1 to 5 years, with the obligation due in a lump sum at the 
expiration date, with interest rates of 6 to 8 percent; usually with second mort- 
gages—and frequently with third mortgages—at higher interest rates. 

Today’s home mortgage debt represents predominantly long-term, amortized 
first mortgages with a median interest rate of 5 percent, and few second mort- 
gages. The dramatic difference reflects a complete modernization in our system 
of home finance, with performance of the mortgagor on his obligation geared 
to a monthly payment for which he was qualified at the time of purchase. Con- 
sequently, today’s home mortgage debt is as manageable as any other basic item 
in the family’s monthly budget. 

Current production is emphasizing homeownership in response to demand.— 
Numerous factors account for the growing proportion of American families in a 
homeownership status. The general business situation, affording high levels of 
employment and earnings, makes it possible for more families to realize this 
traditional American ideal. Improvement in our system of home finance has 
placed homeownership within reach of a wider range of incomes. In addition, 
there are two economic incentives that can be expected to heighten the prefer- 
ence of the typical family for homeownership over tenancy : 

A. In new housing, the cost of owning is less than the cost of renting for 
the average family The United States Department of Labor reported last 
year on its study which showed that “even with operating and other recur- 
ring expenses added to mortgage payments, monthly cash outlays for hous- 
ing were smaller for the average metropolitan family who bought a new house 
in 1949-50, than for those who rented new dwellings.” 

B. With income taxes now a considerable item in the typical family’s 
budget, the deductibility of that part of the home purchase monthly payment 
representing interest and local tax charges, is an additional factor favoring 
a decision to buy rather than rent. 

There is no evidence of a letup in this genuine demand for a continued high 
rate of home buying. Recently the Federal Reserve Board found in its survey of 
consumer finances that more families expect to buy homes this year than had 
planned to do so in any year since 1948. The FRB report also pointed out that 
the number of consumers who are giving some consideration to buying a home in 
1956 is about the same as the number that expressed longer-range plans to buy 
in its three preceding studies. 

Current home production is concentrating its output in the low and moderate 
price ranges.—This is shown in a report of the United States Department of Labor 
made at the first of this year covering the first quarter of 1954. <A fourth of the 
new houses produced were for selling prices of less than $9,999. Half of them 
were priced below $12,300. More than 10 percent were priced at less than $7,000. 
Only 9.7 percent were priced higher than $19,999. 

Goal of the private home production industry is to keep new production high 
and thus permit removal of unfit housing—This is now becoming an attainable 
goal. For the first time, cities are in position to launch large-scale programs of 
enforcing local health, safety, and sanitary standards for housing. This work 
is well under way in many cities. It requires owners, at their own expense, to 
bring neglected structures up to ordinance standards and to demolish buildings 
that are unfit for such rehabilitation. 
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Only through keeping new prodnuction at a sustained high rate can removal of 
unfit structures be done on an adequately large-scale basis. President Eisen- 
hower’s Advisory Committee on Housing reported that the present rate of subsi- 
dized slum-clearance programs will require 200 years to get the job done. 

Whether home production may soundly be increased is a question worthy of 
study.—Our population is increasing at the rate of nearly 3 million per year. A 
larger proportion of our adult population is now in a married status compared to 
1950. Last year there was a record total of more than 4 million births. Owing 
to a trend in marriages and births that began in the 1940’s a new high in housing 
demand is generally anticipated in the early 1960’s. Our generally rising stand- 
ards in housing, and the ability to pay for them, largely account for today’s 
housing demand. We see the effect of the increase in births of the 1940's now 
in our school systems, which are overcrowded. This may be regarded as a pre- 
view of the increased housing demand to be expected in the 1960's. 

Consequently, in appraising the current rate of home production and home 
buying, we do not see a choice between sustaining the present rate this year and 
cutting it down for a “spread out” stability at a lower level. The indications, 
on the contrary, are that we should expect to stabilize at the present rate of 
production while, in addition, increasing our supply of low-cost and low-rent a:le- 
quate housing by stepping-up the volume of rehabilitation and modernization of 
that part of our housing inventory that is susceptible to such treatment. This 
latter method of adding to our supply of good housing can, we believe, be soundly 
stimulated by the new section 220 mortgage insurance provided for in the Housing 
Act of 1954, when it becomes operative. 

Sincerely, 


HeNry G. WALTEMADE, President. 





VIEWS OF THE LIFE INSURANCE BUSINESS ON THE CURRENT RATE OF RESIDENTIAL 
CONSTRUCTION 


The life insurance business believes that the current very high rate of residen- 
tial construction has inflationary implications which should be a source of con- 
cern for the administration and all interested in a sound home-building industry. 
At the present pace home construction is definitely borrowing from the future. 

During the past decade, the high volume of residential construction has been 
most desirable. It has made an enormous contribution to improved. living stand- 
ards for the American people and has exerted an important stabilizing influence 
on the national economy as a whole. This high and well-sustained level of resi- 
dential construction has been the natural outgrowth of a backlog of demand built 
up by the dearth of home building during the war, the rapid rate of new family 
formation, and the generally prosperous state of our economy. Moreover, it is 
in the national interest that residential construction continue at a healthy rate 
to meet the needs of our people and to maintain its stabilizing influence on general 
business activity. 

We believe, however, that at the current very high rate the residential construc- 
tion industry is drawing on future demand and is doing so in the face of mounting 
inflationary pressures. It is evident, therefore, that measures need to be taken 
promptly by Government and private groups to dampen down the boom in housing. 

The basic cause for this boom is excessively easy credit. This is certainly no 
time for 30-year, no downpayment mortgage loans guaranteed by the Veterans’ 
Administration. Such terms are an open invitation to a boom-bust situation in 
home building, and they actually penalize the veteran by contributing to a 
higher price for his house. We urge that Congress act promptly to require 
some downpayment and a shorter maximum amortization period on VA mort- 
gage loans. Moreover, downpayment and amortization terms on FHA insured 
loans should also be tightened promptly. 

We believe that it would be desirable to empower the Board of Governors of the 
Federal Reserve System to regulate the terms under which Government-insured 
and guaranteed mortgages are made; namely, the interest rate, the downnpay- 
ment, and the maximum amortization period. There terms should be admin- 
istered flexibly and in accordance with sound credit policy. 


Marcn 14, 1955. 
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LiFe INSURANCE ASSOCIATION OF AMERICA, 
New York, N. Y., April 25, 1955. 
Mr. J. B. JENKINS, 
House Committee on Veterans’ Affairs, 
Washington, D. C. 


Dear Mr. JENKINS: Pursuant to your request, I am enclosing a copy of a recent 
statement of the joint committee on economic policy of the American Life Con- 
vention and the Life Insurance Asociation of America, two associations of life- 
insurance companies with a combined membership of 249 companies holding 
approximately 98 percent of the assets of all legal reserve life-insurance com- 
panies in the United States. This committee has been studying current develop- 
ment in the field of residential construction and mortgage lending, and has 
reached certain conclusions which are set forth in the attached statement. 

Sincerely, 
RALPH J. MCNATR, 
Administrative Assistant. 


NATIONAL ASSOCIATION OF HOME BUILDERS OF THE UNITED STATES, 
Washington, D. C., April 11, 1955. 
Senator JoHn J. SPARKMAN, 
Senate Banking and Currency Committee, 
United States Senate, Washington, D. C. 


Dear SENATOR SPARKMAN: We have given very careful consideration to your 
letter of March 29, 1955, expressing concern over statements from certain sources 
with respect to “overbuilding” and “excessive credit in the housing industry.” 
As spokesman for the homebuilding industry, we welcome your request for our 
views. 

Basically the National Association of Home Builders believes that the needs 
of the Nation as well as the industry are best served by a high and stable level 
of homebuilding. We reject completely the “boom and bust” approach, realizing 
that our members would be among the first to suffer from its effects. Moreover, 
we think those terms completely inapplicable to the present situation. 

Today’s level of homebuilding is in keeping with our healthy and growing 
economy. The high level of business activity in the first quarter and the good 
outlook for the future; the size of our housing need and the current market 
demand, taken together with the sound state of the housing-credit structure 
fully sustain the 1.2 to 1.3 million unit volume forecast for 1955. 

This association is vitally concerned with industry planning for tomorrow as 
well as today. We would certainly share any alarm as to current building or 
credit conditions, were we convinced that such alarm was warranted. We 
are not. 

We have, of course, been aware of the type of comment on building volume 
and mortgage debt quoted in your letter. While we certainly share your concern 
that the entire subject be carefully and thoroughly considered to be sure that 
the situation is properly understood, we decidedly disagree with the view 
expressed by Mr. Eccles and Dr. McKinley. It seems appropriate to note that 
at least equally eminent authorities in the field of home construction and 
financing as those gentlemen support our views. 

We refer, among others, to the Chase National Bank of New York and First 
Federal Savings & Loan Association of Chicago (both of whose comments on 
mortgage debt are quoted elsewhere in this letter) and to recent statements by 
Mr. George C. Johnson, president, of the Dime Savings Bank of Brooklyn; Dr. 
George Cline Smith, economist for the F. W. Dodge Co.; and the Chamber of 
Commerce of the .United States. Excerpts from these latter statements are 
attached (exhibit I to attachment). 

Our views on these questions may be summarized as follows: 

I. Today’s home-building volume is clearly sustainable on the basis of 
both market demand and the housing need. 

II. The overall] pattern of today’s mortgage financing—with low down- 
payment, low carrying charge, low interest rate, and level payment amortiza- 
tion loans—is sound and realistic. 

III. The home-mortgage debt is sound, and is in line with the debt-carry- 
ing capacity of homeowners who have proven to be good mortgage risks. 

IV. The FHA concept of mortgage insurance is sound. We are opposed 
to any changes in the absence of a clear showing that such changes would 
be in the public interest. 
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V. The Housing Act of 1954 has not yet contributed in a major degree to 
today’s volume of home building, and its terms are not now an important 
factor in recent mortgage credit extensions. As a matter of fact, FHA 
volume has declined recently. 

VI. The increasing home-building volume of recent months reflects pri- 
marily last year’s mortgage conditions. Today's mortgage market is sharply 
changed from last year and funds for future building are tighter. “The sea- 
sonally adjusted annual rate figures on housing starts to date may well be 
misleading. 

VII. Adequate machinery already exists in the industry and in the Gov- 
ernment agencies to avoid overbuilding in local markets. 

VIII. Current housing and tax legislation do not encourage production of 
moderate priced rental housing. 

IX. A good start has been made on the job of providing better housing 
opportunities for all Americans, through soundly conceived financing prac- 
tices and improved buiiding techniques. It would be a major social and 
economic catastrophe at this time to place obstacles in the way of an in- 
creasingly better performance of that job. 

The attachment discusses in some detail the above points. 

The policy statement adopted at our convention in Chicago in January sum- 
marized these views some time before this subject attained its present promi- 
nence. We are attaching a copy of that statement for your consideration (ex- 
hibit 2 to attachment). 

Very sincerely yours, 

EARL W. SMITH, President. 


I. TODAY’S HOME-BUILDING VOLUME IS CLEARLY SUSTAINABLE ON THE BASIS OF BOTH 
MARKET DEMAND AND THE ILOUSING NEED 


The volume of housing starts during the first quarter of 1955 is neither 
surprising nor disproportionate in the light of generally improved business con- 
ditions. Consumer income, gross national product, automobile production (to 
name only three indicators) are close to the highest levels in history. 

If we were overbuilding, the home-building industry would certainly be the first 
to know it. Yet reports from our members indicate that the current sales are 
good and are expected to continue good. Certainly, if overbuilding were occur- 
ring vacancies would increase. However, the most recent vacancy survey un- 
dertaken by the National Association of Real Estate Boards in the fall of last 
year, a survey of its 274 local boards, states: 

“Overall vacancy rates in most cities did not rise appreciably during 1954. 
Although sufficient new dwelling units were added to the inventory to 
create some elbow room * * * supply and demand interacted to maintain 
habitable vacancies at a relatively low level. * * *” 

The survey concluded with a forecast that most boards expected but little 
change in rental market conditions. Further study of vacancies is under way 
by the Census Bureau, which will soon throw additional light on this important 
subject. 

The most recent Federal Reserve Board survey of consumer intentions, pub- 
lished in the March 1955 issue of the FRB Bulletin, reported that the percentage 
of consumers planning to buy homes in 1955 was 9.6—the highest proportion 
since these studies were initiated in the postwar years. The study further re- 
ported that this demand should extend into 1956—-which was as far as the study 
went. The underlying reasons for this continuing demand fall largely into these 
categories: 

A. Population pressures. 

1. Birth rates are phenomenally high. There were 4.1 million babies born 
last year and that figure will probably be exceeded in 1955. Many of these 
births are third, fourth, and even fifth children in the family. 


> 


2. We are now adding close to 3 million people a vear to our population 
which, at the beginning of 1955, was 163 million. We should have about 
190 million people in this country by 1965; as compared with 1940, this 
would mean an increase of close to 60 million people in one generation, 
ora gain of more than 45 percent over the 1940 total. 

3. Ours is a restless population. The Census Bureau reports that ap- 
proximately 30 million Americans change addresses each year. 

This is about 9 million families, and 1.5 million of them move into 
different States. Much of the migration is into the coastal States in 
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the Southeast, to the Southwest and the Pacific States; these areas 
which show the greatest rate of population growth in recent years also 
show the greatest volume of new housing. Thus it is apparent that 
much of the movement is into areas of housing shortage, and to that 
extent, it swells the housing demand. 

B. American incomes and living standards are rising constantly. The 
median income for nonfarm families in 1953 was $5,300, the United States 
Commerce Department reported, and 55 percent of all nonfarm families 
had incomes of more than $5,000. As family income rises, it is a normal 
human tendency to seek better housing. A large part of the present housing 
market is based on this upgrading process by families who need and are 
now able soundly to finance better homes. It is worthy of note that accord- 
ing to the 1950 census, two-third of the existing housing is 25 or more years 
old, and at least 7 million nonfarm houses are either dilapidated or lack 
indoor plumbing. 

C. Current financing terms and soundly conceived mortgage practices have 
done much to make good quality homes available to moderate income fam- 
ilies and thus have expanded the market. 

D. Today’s houses are better designed, better built, better buys. And 
these changes in design and improvements in quality are important factors 
in stimulating consumer demand as many another industry has found out. 

It is true that household formations are declining, as was expected after 
the immediate postwar upsurge of marriages. But in today’s market, this is 
not the major source of housing demand. Family formations are only a part 
of the demand for new housing. In this connection, the following quotation 
from the January 1955 News Letter of the National City Bank of New York, 
is pertinent. 

“Today it is generally the people who already have a house or car or home 
appliances who are the heart of the market for a new version. The hous- 
ing boom is kept going, to a considerable degree, by families who want 
larger, better, more modern homes in suburban areas, not—as was the case 
in early postwar years—the newly formed families who wanted any sort of 
moderately priced shelter.” 

In any event, based on the latest data available (April 1954), the number of new 
noufarm household formations since World War ITI still totals 700,000 more than 
the number of new nonfarm housing units constructed. 

We believe the need for more and better housing is indisputable. The current 
high rate of home building still falls short of even the minimum need, as esti- 
mated by competent Government and private authorities. In this connection, in 
testifying on the 1954 housing bill, we presented data indicating a minimum 
overall housing need for new homes of 1.4 million annually between 1954 and 
1960, and stated that in the sixties need would rise sharply with increasing 
family formation. It is our understanding that other needs estimates considered 
by the committee were in the same range of magnitude or even greater. 

If we fail to upgrade the general level of the housing of our people now, when 
the relatively low rate of new household formations gives us this opportunity 
to do so, we will find ourselves once again facing a desperate housing shortage 
in the 1960's, when the war babies of the 1940’s will be forming families of their 
own in unprecedented numbers. 


II. THE OVERALL PATTERN OF TODAY’S MORTGAGE FINANCING—WITH LOW DOWNPAY- 
MENT, LOW CARRYING CHARGE, LOW INTEREST RATE, AND LEVEL PAYMENT AMOR- 
TIZATION LOANS—IS SOUND AND REALISTIC 


We see no reason to alter our views in favor of low downpaynient, low monthly 
carrying charge loans, as fully set forth in our testimony in support of the 
Housing Act of 1954. It is this type of loan, which, in our opinion, is the greatest 
single force in making effective a mass housing market. 

We do not believe that the soundness of a loan is automatically measured by 
the amount of downpayment, or that a slightly higher downpayment protects the 
buyer against the hazards of the future. 

The important considerations in any mortgage are that the property be a 
good: business risk and that the borrower be able, under foreseeable conditions 
to carry the monthly payments and repay the loan. In both the Government 
agencies (FHA-VA) and in the lending institutions emphasis is placed on these 
factors. In view of this, the only thing need give us real concern is in the 
event of severe unemployment and depression. In that case, a few additional 
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percentage points on the loan would be no great protection. In this connection 
it should be emphasized that the amount of cash which a buyer must provide at 
closing on today’s housing is, of course, not limited to the downpayment itself, 
but in the typical case includes from $250 to $500 in closing costs and prepaid 
expenses. 

There is, of course, the possibility of some abuse where these closing costs 
are absorbed in the loan. In recognition of this possibility, NAHB’s Board of 
Directors, at our January 1955 convention, took the position that the buyer 
should pay such closing costs in cash and that they should not be covered in the 
mortgage. 

Compare today’s mortgage practices with those prevailing in the 1920’s. Most 
mortgages in those days were not amortized, but were written for short periods 
of time and with exceedingly high interest rates. The entire sum came due at 
one time, and while it could be renewed if economic conditions were good, each 
renewal involved costly fees and discounts. In bad times, the borrower simply 
lost his home. In the 1920's many home buyers were forced by circumstances 
to obtain funds for the equity required through second mortgages for which 
they paid excessive discounts. Through use of such mortgages many home 
buyers in those years were able to buy a house without any equity but with 
excessive interest and at appalling terms. Thus, the no-downpayment loan is not 
a recent innovation and was frequently encountered in the 1920's under far 
less sound lending conditions. 

Today there is single-stop mortgage financing, at much lower interest rates, 
paid off on regular monthly payments and over a long period of time. It should 
be obvious that the average home buyer has immeasurably improved his situation 
and ability to pay off his mortgage. 

Another factor meriting attention is that most mortgages during the earlier 
period were made by lenders in their own communities. Today, reflecting the 
influence of the FHA program, more and more loans are made all over the 
country by lenders, with infinitely greater resources, located in the financial 
centers in the Northeast and elsewhere. This increasingly national aspect of 
mortgage financing means a much better flow of credit and a sounder foundation 
for the entire mortgage structure. 


lll. THE HOME MORTGAGE DEBT IS SOUND AND Ig IN LINE WITH THE DEBT CARRYING 
CAPACITY OF HOMEOWNERS WHO HAVE PROVEN TO BE GOOD MORTGAGE RISKS 


The First Federal Savings & Loan Association of Chicago, in its publication, 
Savings and Homeownership, February 1955, made a comprehensive analysis 
of the debt situation. “The enormous and rapid increase in individual debt, and 
particularly in mortgage debt, has prompted many students of financial affairs 
to express concern over the soundness of our real-estate financing structure, and 
to worry lest such ‘top-heavy’ debt collapse one of these days, and bring financial 
stress to many borrowers and lenders alike,” the analysis said. “If such a 
possibility should in fact exist, it would be a serious matter. The facts, however, 
do not seem to support such an alarming conclusion.” [Italics supplied.] 

What are the facts? 

A. Overall mortgage dcbt.—Overall mortgage debt at the end of 1954 (including 
both farm and nonfarm and other types of private mortgages) was about $111 
billion. This is 37 percent of national income, a lower proportion than in either 
1940 or 1930, as the following figures show : 


. Mortgage 
Overall wr ee 
rv. a National debt as 
Year mortgage | “income percent of 
debt income 
Pillion Rillion 
1954 __. $111 $299 37 
1940 36.5 86. 1 45 
1930 47.1 75.7 62 


Thus national income has increased at a much faster rate than mortgage debt, 
which would indicate that the economy is certainly in as good, if not better, 
shape to carry this debt than it has been at any time in the past 25 years. 
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B. One- to four-family nonfarm homes.—The 1- to 4-family non-farm-residential 
portion of the mortgage debt has increased at a slightly faster ratio than has 
the overall disposable income of the consumers who carry that debt. 

For the 1- to 4-family non-farm-home portion of the mortgage debt the figures 
are: 


Mortgage 
Overs Tonoi . - 
a National debt as 
debt income percent of 
income 


Rillion Rillion 
$75. 2 $253 
45.1 206, 1 
17.3 76. 1 
18.9 74.4 


C. Consumers living in mortgaged homes have far greater share of consumer 
income than in 1940.—However, this analysis by itself ignores the vast in- 
crease in the number of consumers who carry that debt, as the following table 
indicates. 


1940 


Owners occupied nonfarm home with some mortgage debt_...___| 9.9 million_- 4.8 million. 
Percent of such homes to all nonfarm households________-- | 45 percent 17 percent. 
Dollar share of such families in consumer disposable income as- | $47 billion. $10.4 billion. 
suming an average distribution of consumer income among all 
households. 
Nonfarm home mortgage debt as percent of assumed income of | 96 percent___- 166 percent. 
these families. | 


| 


The last figures merit repeating. The mortgage debt is only 96 percent of the 
income of 1950’s families living in their own homes, as compared to 166 percent 
in 1940. While there are no data beyond 1950, it seems reasonable to assume 
that this trend has continued. 

There is another important element worthy of attention. The number of 
families responsible for payment of the mortgage debt more than doubled between 
1940 and 1950. What this means is that there is a far broader base for carrying 
the home-mortgage debt in 1950 than in 1940. Families living in their own 
mortgaged homes in 1950 had a much greater proportion of total consumer income 
than the same category of families had in 1940. 

Here is how the Chase National Bank of New York in an article on Public and 
Private Debt which appeared in the January 1955 issue of Business in Brief, 
sums up the present mortgage-debt situation : 

“* * * mortgage debt is in far sounder shape today than in the past. Interest 
rates are lower. Amortization is almost universal. Burdensome secondary 
mortgages have been eliminated. And repayment periods are longer. Thus the 
total amount of mortgage is rarely subject to immediate call or default today. 
In addition, extensive Government guaranties are designed to provide strong 
insurance against the kind of financial panic which led to wide-scale mortgage 
liquidation in the early 1930's.” 


Today's homeowners are good mortgage risks 


With the foreclosure rate during 1954 running at about 3 per 1,000 mortgaged 
properties compared with 11 in 1940, it is evident that homeowners are by and 
large good mortgage risks. FHA section 203 loans in default at year’s end were 
only 0.5 percent of the total outstanding. VA has paid claims on slightly more 
than 0.5 percent of the 3.6 million loans closed. There has been no evidence to 
indicate that the delinquency problem on homes financed under liberal terms is 
seriously different than delinquencies on other types of loans. 

In a national delinquency survey published on January 26, 1955, the Mortgage 
Bankers of America reported : 

“Mortgagors are making a remarkable record in keeping their loans current. 
* * * Based upon data from more than 1,700,000 MBA loans, the showing of 
delinquencies is as follows: 
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“GI: Displayed the greatest drop in delinquency rates of all loans from a year 
ago: Only 2.18 percent delinquent 1 month; 0.46 percent for 2 months; and 0.22 
percent for 3 months. 

FHA: Insured loans delinquency rate is identical to last year: 1.92 percent 
delinquent 1 month; 0.30 percent for 2 months; and only 0.15 percent for 3 
months. 

“Conventional: They also show an improvement over a year ago * * * 1.38 
percent, 0.32 percent, and 0.18 percent for 1, 2, and 3 months, respectively. 

“Significance: Our current survey again emphasizes the stability of today's 
mortgage borrower and his willingness and ability to pay. * * *”’ [Italics 
supplied. ] 


IV. THE FHA CONCEPT OF MORTGAGE INSURANCE IS SOUND. WE ARE OPPOSED TO ANY 
CHANGES IN THE ABSENCE OF A CLEAR SHOWING THAT SUCH CHANGES WOULD BE 
IN THE PUBLIC INTEREST 


Although your letter made no specific reference to the FHA concept as such, 
we are disturbed at recommendations recently by the Hoover Commission and 
certain lending sources for changes in the FHA. 

The FHA concept has proven an outstanding success for more than 20 years. 
Despite intimations to the contrary, FHA is now completely privately financed 
and has paid into the Treasury $85 million which includes the initial Government 
investment of over $65 million, plus interest. 

Much of this current attack on FHA takes the form of a solicitous concern for 
FHA reserves, and usually alleges, without supplying proof, that these reserves 
ure inadequate. Such expressed fears are to be found, for example, in the 
Hoover Commission report of March 1955 on lending agencies (p. 27). 

These statements generally ignore the contingency against which the reserves 
should be projected. FHA reserves are not designed to protect directly against 
the incidence of foreclosure. Therefore, they are not comparable to reserve 
funds of individual lending institutions which must, at all times, be prepnred 
to pay off depositors even though income from investments has ceased and capital 
is temporarily frozen. 

In addition to the dollar assets in its reserve funds, FHA has a huge primary 
reserve in (a) the value of the real estate securing loans insured by it; and (b) 
in the time, provided by its unique and soundly conceived debenture system, for 
favorable liquidation of that real estate. 

The contingent liability of the Federal Government upon its guarantee of FHA 
debentures arises only in the event that (a) the proceeds of the disposition of 
the real estate: () FHA’s income; and (c) FHA reserve funds all prove in- 
sufficient to pay interest or to meet payment of the principal of maturing de- 
bentures. 

To say that the Government’s contingent liability is the entire amount of out- 
standing FHA insurance at once particular time is true but misleading, since it is 
well-nigh inconceivable that the Treasury would be called upon to pay more 
than a small fraction of this total. In this sense, the contingent liability of FHA 
and the exposure of the Treasury is very much akin to the contingent liability 
assumed under the Federal deposit insurance plan which, expressed in terms of 
total deposits insured, was $106 billion (as of December 31, 1953). Surely it 
would not be seriously maintained that FDIC would ever be called upon to pay 
the entire amount of insured deposits. It seems to us that better public under- 
standing of this point should be developed. 

There is absolutely no proof, insofar as we can determine, to support the 
assertion that FHA reserves are insufficient and that, therefore, the FHA insur- 
ance premium should be increased. We frankly question whether this sug- 
gestion, coming from sources which have resisted the FHA since its inception, 
is based on a proper concern for the soundness of the FHA operation, or rather, 
springs from a desire to minimize—and, if possible, destroy the effectiveness 
of the FHA—by attaching conditions which could make its use unnecessarily 
expensive to the home buyer. 

It should be noted that FHA has met its losses to date out of income. To 
seriously impair its reserves would involve a mortgage collapse far more exten- 
sive than anything we have ever experienced. Such an eventuality would have 
such far reaching consequences to our entire economic structure as to dwarf into 
insirnificance any question of adequacy of FHA reserves. 

The National Association of Home Builders has consistently supported the 
FHA concept and the continuing improvement of its services to the home-buying 
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public. Any revisions in governmental policy, or in the structure and functions 

of the Government agencies concerned should be examined carefully in the light 

of the complex home building industry and the housing needs of the public. 

We are deeply disturbed by certain approaches which seemingly would risk 
canceling out much of the attainments in housing of the past 20 years and would 
return the industry to its status of the 1920's. There are evidences of a trend 
toward the type of financing which led to disaster 20 years ago and which first 
caused the Federal Government to concern itself in this area. 

Unquestionably, the most important factor during the past 20 years in the 
development of the home building industry into a modern, mass production 
industry has been the FHA system of mortgage insurance. As originally con- 
ceived, this represented almost an ideal form of cooperation between Govern- 
ment and business, opening new horizons for the industry which it could not 
conceivably have reached by itself. FHA is simply an insurance fund so affected 
with the public interest as to require governmental control. By pooling mort- 
gage risks, on a seale beyond attainment by a private lender or group of lenders, 
it affords a thoroughly sound method of providing consumer financing at low 
downpayments, and low monthly charges without which the average man, 
although a sound credit risk, would have difficulty in acquiring a home. 

Vv. THE HOUSING ACT OF 1954 HAS NOT YET CONTRIBUTED IN A MAJOR DEGREE TO 
TODAY’S VOLUME OF HOME BUILDING, AND ITS TERMS ARE NOT NOW AN IMPORTANT 
FACTOR IN RECENT MORTGAGE CREDIT EXTENSIONS. AS A MATTER OF FACT, FHA 
VOLUME HAS DECLINED RECENTLY 


The Housing Act of 1954 became law in August 1954. Since that time, FHA 
starts, while reflecting the generally good market, have, in fact, declined recently 
in number as well as in proportion to the total, as the table below shows: 


Total units in Units in VA 





Period BLS private a aie in starts (family 
starts > ee homes) 

1954 
July _- : ns | 112, 900 | 25, 430 26, 810 
August | 113, 000 | 26, 999 33, 251 
September 113, 400 | 25, 882 
October 105, 800 24, 665 
November 102, 700 26, 344 
December 89, 600 21, 543 

1966 
en ee ee ; . 87, 800 20, 021 26, 069 
February - - a 88, 660 17, 194 28, 044 


FHA starts in the past year have ranged from 20 to 25 percent of all private 
starts, going as low as 19 percent in February, the smallest proportion in more 
than a year. This is clearly shown in the chart (attached as exhibit 3A) which 
reveals that while FHA fluctuated within a relatively narrow range, most of 
the impetus in new housing starts has come from the VA guaranteed loan pro- 
gram—which was not affected at all by the Housing Act of 1954, and which 
has been operating under provisions in effect for a number of years. 

As a matter of fact, there is some reason to be disappointed as to performance 
to date under that act, and it is clear that it will take more time than anticipated 
to see any substantial volume of new housing under either its urban renewal 
provisions, or the voluntary home mortgage credit program. The chart, attached 
as exhibit 3B, also indicates that the volume of new business in the FHA pro- 
gram, as ‘reflected by new units in applications, has been falling off from the 
high levels of a year ago, while the new VA business as reflected in units in ap- 
praisal requests has been moving upward steadily. 


VI. THE INCREASING HOME BUILDING VOLUME OF RECENT MONTHS REFLECTS PRI- 
MARILY LAST YEAR’S MORTGAGE CONDITIONS. TODAY’S MORTGAGE MARKET IS 
SHARPLY CHANGED FROM LAST YEAR AND FUNDS FOR FUTURE BUILDING ARE 
TIGHTER. THE SEASONALLY ADJUSTED ANNUAL RATE FIGURES ON HOUSING STARTS 
TO DATE MAY WELL BE MISLEADING 


Last summer, when home building volume started upward, Barron’s Weekly 
said editorially (on June 21) “Much greater availability of mortgage money at 
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lower rates is the basic explanation of the unbroken momentum of home 
building.” 

This explanation still holds. It should be remembered that this month’s 
housing starts reflect financing arrangements entered into some time ago. 
Today’s volume, as already indicated, is very strongly influenced by the large 
number of starts under the GI program. These starts in turn, reflect the pressure 
of mortgage funds seeking productive outlets during a period of business recession 
last year. As an example of the influence of last year’s business conditions on 
the mortgage market, business and commercial loans were down last year. 
Many insurance companies sold their Government bonds to commercial banks; 
the money thus freed when commercial banks could not make as many business 
loans as they can today, was available for mortgage investment. And the 
funds committed at that time made possible much of the recent winter’s increase 
in activity. 

Financing arrangement precedes starts 

This lag of months between initial arrangements and housing starts is a very 
important factor in the analysis of today’s markets. Those calling for action 
today, are, in effect, referring to a condition which no longer exists. 

The flood of 30-year no-down-payment money for GI’s buying homes today— 
which has attracted so much attention—reflects an ease in the money markets 
last year, not present conditions. It should be noted, moreover, that it is loan 
closings, under arrangements entered into months ago, which have risen so in 
the past few months, and which, we venture to predict, will decline in later 
months, on the basis of the tighter financing currently available for future home 
building. 


Mortgage money is tighter now 

There are potent indications that changes have already occurred. According 
to recent newspaper reports, a number of the largest lenders, including some 
of the large insurance Companies are no longer in the market for 30-year no- 
down-payment loans. 

A survey several weeks ago by the Federal Reserve Board of mortgage lenders 
and builders reported a scarcity of money for 30-year GI no-down-payment 
money for future commitments, although a good supply was available for 
the current building, reflecting, as we have said, financing arranged months 
earlier. 

Reports from our members all over the country indicate that money is 
already tightening somewhat. Moreover, as general business conditions im- 
prove, demands for funds from other sectors of the economy compete with the 
demand for mortgage funds, and thus, may have a restrictive effect on the flow 
of new money into home building. 


Seasonally adjusted annual rate figures are misleading 


In discussing the 1954-55 winter volume, much has been made of the high 
so-called “seasonally adjusted annual rates.” These are the monthly starts 
totals reported by the Bureau of Labor Statistics and adjusted on seasonal 
factors each month to give a yearly total. With all due respect to the developers 
of the seasonal index, it is suggested that this index should not be used as 
a firm indicator of the next 12 months’ production. A look at monthly volume 
over any period of months in recent years would clearly indicate a considerable 
variation with very few months—seasonally projected—coming close to the 
year’s total. 

For example, look at last year. Total private starts were 1.2 million, yet 
in 7 of the 12 months the difference between the projected annual total for 
that month and the total for the year was more than 100,000. During the year, 
monthly totals, projected at seasonally adjusted annual rates, ranged from a 
low of 1.056 million to a high of 1.473 million. Certainly, on the basis of last 
winter’s production, it could not have been foreseen that 1954 would be so high 
a home building year. 

We believe that the BLS itself will support the view that the index is not 
a reliable forecasting device. Our reason for dwelling on this matter at such 
length, is that much of the outery of excessive building is based on the high 
annual projected from the building volume of the last few months. 
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VII. ADEQUATE MACHINERY ALREADY EXISTS IN THE INDUSTRY AND IN THE GOVERN- 
MENT AGENCIES TO AVOID OVERBUILDING IN LOCAL MARKETS 





The flow of mortgage funds into the market place is an extremely strong 
regulator of building volume.. It also is a selective regulator in that private 
lending institutions appraise very carefully the markets in which they do their 
lending and only make their loans if convinced that such loans are sound and 
profitable for them. 

It must be remembered that there is actually no such thing as a single housing 
market, but rather hundreds, if not thousands of individual local markets, 

The assertion that the industry is overbuilding tends to ignore some very real 
and practical aspects of building operations. The thousands of relatively small- 
business men and producers who make up this industry are not likely to continue 
for long building a product which they cannot sell. Nor, are lenders likely to 
ignore sound lending practices, and their responsibilities to their own investors 
by making unprofitable loans. As a matter of fact, there is an increasing tend- 
eney in the home-building field for volume builders to put up several model 
houses, and then build in accordance with their sales. In this sense the volume 
is being paced more and more by its actual market demand. And this, of course, 
provides a strong built-in stabilizing infiuence. 

The Government agencies themselves have available, and have used, methods 
to prevent overbuilding in particular localities. For years, the FHA under- 
writing divisions in the various field offices, as part of their regular duties, have 
analyzed the market outlook in their localities. Each review of an application 
is also a review of whether the market will absorb the volume proposed. Also, 
when the situation requires, local FHA offices have taken action in their localities 
to diminish the number of commitments which will be issued in that market, or 
for certain types of housing. This is the same type of selective action normally 
taken by various lending institutions on the basis of an appraisal of that specific 
market. 

These approaches are, in our opinion, the proper way to avoid overbuilding in 
particular areas. They are taken by builders, by lenders, by Government offi- 
cials, on the basis of the conditions in that local market place. This is in direct 
contrast with certain proposals to place overall nationa! controls on volume. 
Certainly, if city X is overbuilding, then the proper way to correct it is to cut 
back on home building in city X not to issue sweeping regulations which change 
mortgage terms nationally. 





VIIT. CURRENT HOUSING AND TAX LEGISLATION DO NOT ENCOURAGE 


MODERATE PRICED RENTAL HOUSING 










PRODUCTION OF 


With respect to your query on sales versus rental housing, it is our view that 
the production of a high volume of private rental housing requires a sound plan 
of liberal financing aids and under conditions encouraging both to the invest- 
ment of short-time risk capital for production as well as long-term equity capital 
investment. We do not think those conditions were met by the provisions of 
the Housing Act of 1954. 

The builder is essentially a producer. Were he to undertake to produce rental 
housing under terms which require a substantial long-term cash investment—as 
distinct from the investment of the services and values which he furnishes in 
production—he could not long remain a builder because his capital would soon 
he unavailable for any other activity. 

Meanwhile, experience has also indicated that equity investment, above the 
mortage, needed for rental housing is not forthcoming from institutional or 
other nonbuilder sources. Under current legislation and market conditions, 
such investments are not sufficiently attractive, particularly when competing 
investment opportunities offer equally as good or better a return, with less effort, 
less risk, avd far greater liquidity. 

Another factor is the capital-gains tax law, which has been interpreted so that 
gains realized from investments by builders in rental properties are treated as 
ordinary income rather than capital upon later sale of the properties, no matter 
what the holding period. In addition, the Internal Revenue Code of 1954 (see. 
312 (j)) further restricted to ordinary income the tax treatment of earnings and 
profits on projects with FHA insured loans, though not conveniently financed 
projects. 

The builder-investor, like any other businessman, must examine business pro- 
posals in terms of the possible return after taxes for his time, effort, funds, the 
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degree of risk, and the length of time before his cash investment is returned. 
Any careful examination of the current rules of the game—tax and housing- 
wise—would convince the prudent investor that other types of investment offer 
better opportunities than rental housing. 
Since the Housing Act of 1954 was passed, FHA has received only 42 applica- 
tions for so-called project or rental mortgages, covering only about 3,820 units. 
In general, of course, the trend is toward homeownership. In 1954, rental 
housing was at the lowest proportion of total building that it has been in the 
years of this century in which records have been kept. Moreover, lack of en- 
couragement for the type of financing necessary to produce moderate priced 
rental housing is accelerating the trend toward higher rents. According to press 
reports, what little new rental housing is being built is available only at high 
rents. In its issue of March 26, 1955, Business Week sums this up as follows: 
“* * * Most builders would rather concentrate on single-family building. 
For one thing, the financing is much easier. FHA apartment funds have 
dried up. * * * Apartment construction now getting underway is financed 
chiefly with conventional money. This often requires better locations, a 
break on the price paid for the land, and higher rents.” [Italics supplied. ] 


Ix. A GOOD START HAS BEEN MADE ON THE JOB OF PROVIDING BETTER HOUSING OPPOR- 
TUNITIES FOR ALL AMERICANS, THROUGH SOUNDLY CONCEIVED FINANCING PRACTICES 
AND IMPROVED BUILDING TECHNIQUES. IT WOULD BE A MAJOR SOCIAL AND ECONOMIC 
CATASTROPHE AT THIS TIME TO PLACE OBSTACLES IN THE WAY OF AN INCREASINGLY 
BETTER PERFORMANCE OF THAT JOB 


In summary, we believe that today’s high volume gives the home-building in- 
dustry a wonderful opportunity to upgrade and improve the housing conditions 
of the American people on a scale never before possible. None of the estimates 
of housing need (need, not demand) is even as low as today’s allegedly exces- 
sively high volume of new housing. Our population is increasing at a rate far 
greater than anyone would have anticipated a decade ago. 

Under conditions of prosperity and with evidences on every side of the need 
and desire of the American people for better housing, it would be an economic and 
social catastrophe of the first order to place new major impediments in the way of 
the home-building industry. The legislation already in effect has been carefully 
worked out over a considerable period of time and should be given the chance to 
perform the major task outlined for it. 

The allegations as to overbuilding and excessive mortgage lending come in 
many instances from sources which had been initially opposed to the development 
of the modern credit instruments which have made possible today’s modern 
large-scale home-building industry. The arguments they have previously pre- 
sented have been thoroughly explored by the Congress in recent years in its dis- 
cussions of housing legislation. On each occasion, recommendations to return 
to practices now obsolete have been rejected. 

If, in fact, maladjustments of credit and supply exist in any locality, adequate 
measures already exist for their correction through the application of sound 
business sense and machinery already available to the Government agencies. 

We are witnessing today a significant social change in the United States. In 
the past 15 years, homeownership has more than doubled, with more than 22 mil- 
lion families or 56 percent of the nonfarm population owning their own homes, 
compared with only 41.1 percent in 1940. This increase, reflecting current mort- 
gage financing practices and structure, has contributed largely to a more stable 
society and economy. Moreover, as many surveys show, homeowners are good 
customers, and the incidence of homeownership has been an important factor in 
the recent stimulation of retail trade. 

Since earliest times, freehold tenure of land property ownership for the average 
man, was one of the magnets drawing settlers to this Nation from all over the 
world. Even as recently as 50 years ago, home- or land-ownership was difficult 
for the average man to achieve in most parts of the world. Today, in most Iron 
Curtain countries, and in others, homeownership and private property are penal- 
ized or forbidden. This country and our institutions will become stronger and 
prosper as more and more Americans “own” a share in it. Today’s improved 
mortgage practices and the housing legislation now in effect are important sus- 
taining forces in making ‘“‘a home of my own” become a reality for ever-increasing 
numbers of our citizens. 
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ExnHrsit 1—A 


[From a speech by George C. Johnson, president, the Dime Savings Bank of Brooklyn, 
N. Y,. February 25, 1955] 

* * * > * + > 
I am becoming quite concerned with recent articles in newspapers and maga- 
zines to the effect that present financing for homes is too liberal, and that the 
Nation’s home-mortgage debt is too high. Some of these conclusions seem to 
be based on a superficial examination of insufficient statistics, and they ignore 
many basic economic facts. 

Liberal mortgage credit, soundly applied on the basis of a borrower’s ability 
to meet his obligations, is one of the strongest props we have for a prosperous 
hational economy. 

It is very true that mortgage lending today is on a far more liberal basis than 
at any time in the past, but these loans are sound. The long-term self-amortizing 
mortgage with low downpayment has proved the greatest single factor in putting 
good homes within the reach of families in every income bracket. 

Is this bad? 

Less than a month ago, T heard an economist say that we are building too many 
homes for sale; that because there is no particular encouragement from Govern- 
ment or elsewhere to build rental housing, families are being forced to buy 
homes. Even this man’s phraseology seems to me to be off key. Induced might 
have been a better word than forced. 

Be that as it may; again I ask: Is that bad? I was brought up to consider it a 
fine thing for a family to own its home. 


* * a * * * * 


It is the family with children which is the biggest factor in the market for 
homes—not new marriages in themselves. 

While I am upon this subject of whether or not we are likely to overbuild, I 
would like to emphasize my belief that the market itself regulates the building 
volume. There is a certain and sure test. If people do not want homes, or 
-annot afford them, they will not buy, and builders will not build. 


* * oe Bs * * ae 


I do not think we have a boom, in the popular idea of the term. Instead, it 
is a natural expansion of our housing to meet the needs of a fantastically increas- 
ing population, with incomes to afford modern homes. 

On the occasion of the 20th anniversary of the FHA last June, I said publically 
that the FHA has been the greatest single boom ever conceived to benefit the 
home-buying public. I want to reiterate that statement here today with all the 
force at my command. 

+ * * Xk * * a 

Those opposing the FHA and the VA have advanced the argument that today’s 
low downpayments and long mortgage terms do not provide enough equity, and 
that the credit terms encourage families to buy homes they cannot afford. 

What kind of reasoning is that? The buyer is not approved for the loan if he 
cannot afford the carrying charges. Approval of credit and suitability of home 
to buyer is fundamental to this type of lending. 

Any equity at all is better than a handful of rent receipts, and it has been 
the experience of my own bank where we have some $91 million, or about 19 per- 
cent of our total mortgage portfolio, invested in FHA-insured mortgages, that 
these home-buying families do establish equities. You would be surprised at the 
number and amounts of prepayments. 

All that these families want is the opportunity to start toward their goal cf 
home ownership. The FHA and the VA afford them that opportunity. 








iecetaitiineis 
Exutipit 1-B 


[From a release by the F. W. Dodge Corp., New York, March 9, 1955] 


The demand for new single-family homes will remain strong despite the current 
low level of new household formation, it was asserted today by Dr. George Cline 
Smith, economist for F. W. Dodge Corp. 


cs ~ * * . * * 


Dr. Smith told the bankers that he “would expect some tapering off in the 
rate of housing starts and housing contract awards later this year.” But he 
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added that this tapering off would not be disastrous, because the demand for 
housing in this country will remain strong. 

Citing four factors which he said would strengthen the demand for new 
homes even though new household formation is temporarily at a low ebb, Dr. 
Smith said he would expect housing demand to be sustained at well over a million 
new nonfarm units a year, so long as the general economy of the Nation remains 
prosperous. 

Dr. Smith said that availability of financing was an important “permissive 
factor’ which made possible today’s high levels; but back of this, he noted the 
following four factors which sparked the demand for single-family owner- 
occupied homes: 

1. The fact that it is frequently cheaper to own than to rent, especially when 
income-tax deductibility of interest on mortgages and property taxes is taken 
into account. 

2. The rapid increase in the aged population, which has the highest percentage 
of home ownership. 


83. Record numbers of children being born, resulting in more families with 
children, and larger numbers of children per family. 

4. The shorter workweek and the growth of leisure time, making a “house-and 
yard” more attractive to many. 

Dr. Smith told the audience that he saw no signs of a speculative boom in 
construction Similar to that of the 1920's. 





Exurpit 1-C 


[From the March 1955 Construction Markets, published by construction and civic develop- 
ment department, Chamber of Commerce of the United States, Washington, D. C.] 


“Don’t Be AFRAID OF PROSPERITY” 


The strong way in which the year has begun shows that construction demand, 
after weathering a recession in general business, has lost none of its vitality. 
On the whole, the prospect is for even a better year than had been forecast. That 
this should be taken as a cause for alarm rather than for pleasure and confidence 
can be interpreted only as a lack of faith in our system to provide its own 
adjustments against excesses. This bulletin has attempted to show that such 
self-adjusting forces are present and appear to be already at work. 

The other fears, that the housing market may already be nearing saturation 
and that mortgage debt may have become topheavy, also seem much exaggerated. 
Certainly no striking evidence of saturation has yet appeared. Although for 
several years we have been building houses in larger numbers than we have been 
adding households, such evidence as we have does not point to any disturbing 
increase in vacancies. Apparently large amounts of housing is being destroyed 
by changes in urban streets and freeways, while thousands of makeshift con- 
versions are being withdrawn from the market as prosperity permits families to 
upgrade their living standards. 

Personal debt, particularly home-mortgage debt, while at an all-time high, is 
much lower in relation to either national or personal income than it averaged 
in the 1920’s and 1930's. According to a recent analysis of the Chase National 
Bank, low-income families are not heavily burdened with debt, while the debt of 
middle-income families is well within their ability to pay. Mortgage delin- 
quencies are gratifyingly low and show no tendency to rise. 

The present situation calls for congratulations rather than apprehension. In 
words attributed to Federal Reserve Chairman William McC. Martin, in an 
interview with U. S. News & World Report, “Don’t be afraid of prosperity.” 


ExnuisiT 2 


NATIONAL ASSOCIATION OF HOME BUILDERS OF THE UNITED STATEs, 
WasHINGTON, D. C., 1955 Poticy STATEMENT 


The home-building industry once more has demonstrated its vigor by produc- 
ing 1,215,600 homes in 1954. We are moving into 1955 at a rate which will 
attain our goal—expressed last year—of an annual average of 1,400,000 homes. 
Stabilization of the home-building industry at that level as a minimum should 
provide homes for America’s needs and, by its direct and indirect economic 
effect, contribute to continued expansion of the American economy. To pro- 
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mote the general welfare of the American people, a high volume of home build- 
ing—and consequently a high level of prosperity—can and must be maintained, 
but credit excesses and inflationary practices must be avoided. 

The National Association of Home Builders proudly notes the recognition 
now accorded our industry as a preeminent force for both social good and 
economic progress. Economists agree that the housing industry is the greatest 
stimulating and stabilizing factor in our national economy. 

Despite the vast improvement in American housing standards since the war, 
much remains to be done. More than two-thirds of our homes were built 25 or 
more years ago according to the 1950 census. Much of our housing supply is 
outdated under today’s standards. We must prevent its deterioration. 

Moreover, we are faced with the tremendous tasks of eliminating American 
slums. We welcome in that effort the cooperation of other business and civic 
groups now gathered together in the recently organized American Council To 
Improve Our Neighborhoods. The fight initiated by the department of housing 
renewal of this association to prevent and cure urban blight can now be broad- 
ened and intensified. 

With these objectives in mind, we hereby declare our policy for 1955 to be as 
follows: 

I. MORTGAGE FINANCE 


If a high volume of individual savings be a mark of a healthy competitive 
economy, then it is equally true that a high volume of sound investment (such 
as is provided in residential mortgage credit) is a necessity. Home building 
provides a productive investment outlet for approximately 25 percent of our 
annual gross domestic private investment. The widespread improvement in 
mortgage practices represented by today’s mortgage terms reinforces the safety 
of the mortgage debt. Contrary to popular impression, the 1950 census revealed 
that today’s homeowners own relatively large equities in their properties. An 
additional safety factor stems from the fact that the portion of mortgage debt 
covering 1- to 4-family homes is distributed among more borrowers than at any 
time in history. Total private mortgage debt in relation to net disposable income 
(and allowing for difference in the value of the dollar) is at an easily supportable 
figure. The foreclosure rate is now less than one-third that of 1940 and 
reported delinquencies on monthly payments are encouragingly low. 

The overall mortgage debt and present mortgage terms are sound. But lenders 
and builders must be alert to avoid credit excesses or inflationary practices. 

The comparative adequacy of the current supply of mortgage credit, in sharp 
contrast to the uneven flow of mortgage money in 1953, obscures the fact that 
loans for some types of housing and in some areas are available, if at all, only 
at sizable discounts. Residential mortgage credit must be made available to all 
qualified American families, regardless of race, color, or creed, and in the smaller 
and more remote areas, aS well as in the large centers of capital. We support 
the national voluntary home mortgage credit program to stimulate private lend- 
ing in smaller and more remote areas and for minority grou”s 

However, we do not believe that this effort will eliminate entirely the ultimate 
necessity for a central mortgage reserve facility operating on private financing 
but impartially supervised by Government. Such a facility is as necessary to the 
mortgage market as are the Federal Reserve System and the Federal Reserve 
Open Market Committee in the stabilization of commercial credit. The recent 
reorganization of Federal National Mortgage Association recognizes that neces- 
sity, but there must be further revision if FNMA is to function effectively. 

The FHA for 20 years, and the VA Loan Guaranty Service for half that time, 
have been the instruments through which a sound pattern has been set for the 
entire mortgage market and the benefits of homeownership brought to millions 
of American families. The FHA, moreover, has been entirely self-supporting, 
having accumulated a reserve of $360 million from insurance premiums, after 
payment of all operating expenses and losses. Both FHA and VA were soundly 
conceived and for years, for the most part, have been efficiently operated as 
businesslike institutions. That concept must be maintained. It is vitally impor- 
tant that these agencies be recognized as parts of our country’s banking and credit 
machinery and that employment in them be regarded as a nonpartisan career 
service. Demoralization of FHA would be a major economic tragedy for pro- 
spective home purchasers, for the home-building industry and for the economy. 

In too many areas the time required to process an application through the 
FHA and VA is denying to home buyers the benefits of the Housing Act of 1954. 
To help bring these agencies to their necessary efficient operating condition, we 
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recommend (a) wider use by FHA of its temporary fee appraiser system, (0) 
more realistic rates to assist in obtaining the services of qualified per diem 
appraisers, (c) establishment of a trainee program to attract competent young 
men into appraisal and cost estimation, and (d) legislation to permit FHA to 
use an appropriate part of its income (no part of which is Government funds but 
comes from insurance premiums paid by borrowers) flexibly in accordance with 
its needs. 
Ul. PRODUCTION VOLUME 


The expanding American economy and the ever-rising American standard of 
living require a continued high volume of home production. We believe that the 
present level of new home building can be maintained indefinitely but we recog- 
nize that, if this is to be accomplished on a sound basis, builders must keep their 
prices from rising and that material suppliers and labor must hold the line on 


costs. 


Ill, LABOR 


We oppose (a) proposals to deprive construction workers of the protection 
now afiorded them by the Taft-Hartley Act, and (b) any amendment of that 
act which would result in destroying the prerogative of States to enact laws 
preserving right to work. 

We strongly support efforts to increase apprenticeship training programs in 
the home-building industry. 


IV. HOUSING FOR MINORITIES 


As part of our acknowledged responsibility, to provide homes for all Americans, 
we propose to expand production of homes available to minorities. The stand- 
ards of design and construction of such homes and the purchase terms at which 
they are cffered should be the same as available to any American of the same 
income status. 

Long-standing social attitudes complicate this problem far beyond the mere 
question of financing and producing homes. 

It is necessary that an adequate supply of mortgage financing be provided. 
We are determined to place the full resources of the home-building industry 
behind the effort to raise the standard of housing conditions for citizens of 
minority groups. 

V. REHABILITATION AND REDEVELOPMENT 


We hail the formation of the American Council To Improve Our Neighborhoods 
as a new force to bring home to the American people the importance of urban 
renewal and redevelopment. ACTION deserves and has the enthusiastic support 
of the home-building industry. We have long advocated cooperation of busi- 
ness, civic, and educational groups in an organized drive to halt the deteriora- 
tion of existing houses through better enforcement of health and housing laws. 
We will continue working toward this objective in a unified effort with other 
groups. 

We commend the urban renewal and redevelopment sections of the Housing 
Act of 1954. They enact into law a cardinal part of President Eisenhower's 
program and one of the main objectives of this industry for the past 10 years. 
Actual rehabilitation and redevelopment of substantial parts of the wornout 
areas of our cities will, however, depend upon practical administration and 
upon close cooperation between Federal and local government and the industry. 
The Federal agencies concerned should immediately develop sound and realistic 
regulations and procedures to stimulate the maximum possible activity in this 
field and should review certain unworkable provisions of the act and regulations 
under sections 220 and 221. 


VI. FACILITIES FOR AN EXPANDING AMERICA 


The pressure of increasing population—not new home _ building—makes 
inevitable expansion of suburban communities. We face increasing shortages 
of land suitable for development, properly zoned and adequately served by 
facilities needed for modern living—good schools, sewer and water, roads, play 
areas—particularly for moderate-priced housing needed for so many American 
families. 
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We recognize the need for and will support sound planning, zoning, and sub- 
division regulations. We urge on those responsible for preparing and adminis- 
tering such regulations that they devise provisions related to the realities of 
present-day suburban development in order that all income levels of American 
families may be properly housed. 

This industry is keenly aware of the problems ahead, not only for builders 
but for communities and home-buying families. These are problems for all 
Americans everywhere. The builders of America pledge themselves to work in 
cooperation with all concerned—individuals, community groups and local offi- 
cials—throughout the United States so that we may achieve for all the sound 
and balanced development which our communities must have. 


VII. PUBLIC HOUSING 


An increasing number of public-housing projects are unable to obtain tenants, 
except by substantially increasing their limits on family income for eligible 
occupants. The increase in consumer incomes during the last 10 years and 
the tremendous increase in the supply of new and used homes available at low 
cost have drastically diminished, if not eliminated entirely, the problem at which 
the original public-housing program was aimed. For those who require special 
assistance, sections 220 and 221 should be amended to conform to the recom- 
mendations of the President’s Advisory Committee on Housing Policies and Pro- 
grams, and to permit use of section 221 for special area programs to house low- 
income families. In the economic climate now prevailing, a further Federal 
public-housing program is unnecessary. 


VIIL NATIONAL HOUSING CENTER 


In 1955 this association will open its National Housing Center to be devoted 
to improvement of design and techniques of construction of the American home. 
The facilities it will provide will make possible expansion of NAHB’s Research 
Institute in its constant search to improve America’s homes in the interests of 
the American home buyers. 
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ExHIsit 3A 


FHA AND VA STARTS AS A PERCENT OF ALL PRIVATE STARTS 
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Exursit 3B 


NEW CONSTRUCTION UNITS IN FHA APPLICATIONS 
& VA APPRAISAL REQUESTS 
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The CHamman. Thank you, Mr. Stone, and Mr. Sweeney. We 
appreciate your coming up. 

We will now hear Congressman John J. Riley to give us a report 
on the VA hospital at Columbia, 8. C. 

(Whereupon, at 11: 55 a. m., the hearing in the above-entitled matter 
was recessed, subject to the call of the Chair.) 











































VETERANS’ HOSPITAL, COLUMBIA, S. C. 


TUESDAY, APRIL 26, 1955 






House or REPRESENTATIVES, 
CoMMITTEE ON VETERANS’ AFFAIRS, 
Washington, D.C. 
The committee met, pursuant to call, at 11:55 a. m., in room 356, 
Old House Office Building, Olin E. Teague (chairman) presiding. 
The Cuarmman. Mr. Riley recently visited the hospital in his dis- 
trict, where there had been considerable, I won’t say trouble, at least 
disagreement as to what beds had been activated, what was happening 
down there. 
John, we would appreciate hearing from you. We appreciate your 
coming over and we would like to have your report. 


STATEMENT OF HON. JOHN J. RILEY, REPRESENTATIVE IN THE 
CONGRESS FROM THE STATE OF SOUTH CAROLINA 


Mr. Ritey. Mr. Chairman and gentlemen, [ am very happy to have 
the privilege of appearing before you this morning and making a re- 
port of a visit which Congressman Dorn and I made to Columbia 
Veterans’ Hospital in response to suggestion by you. 

I should like permission to file the written report later, Mr. Chair- 
man. 

The CuHairMan. Without objection, it is so ordered. 

(This appears on p. 788.) 

Mr. Ritey. On Wednesday, April 6, Congressman Dorn and I, 
along with the deputy commanders of all the veterans organizations in 
South Carolina—the State service officer, the chairman of the hospital 
committee, and several members of the hospital committee of the 
American Legion, and other officials—visited the Veterans’ Adminis- 
tration Hospital in Columbia. We were accorded the courtesy at the 
hospital by the manager, Mr. D. S. Slade, and the assistant manager, 
Mr. Harold S. Kenally. 

An inspection of the hospital revealed the fact that the present ca- 
pacity is 592 beds, provided all the beds are available. ‘The record 
shows, I believe, that the minimum patient load has been 456 occupied 
beds, and the maximum 540. There is an average of 80 beds that have 
not been used but are available if we had the appropriation to operate 
them. 

We have found that the average waiting list for entrance into the 
hospital for January, February, and March of this year, Mr. Chair- 
man, was 109. 

Mr. Epmonpson. Is that a daily waiting list? 

Mr. Ruey. That is an average waiting list. 
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The CuarrMan. I am sorry; I stepped out. I had forgotten what 
is the Columbia Hospital, general medical and surgical ? 

Mr. Riney. Yes. 

The CHarrman. How many TB beds are there? Do you know how 
many mental beds? 

Mr. Ritey. I don’t have that information. I believe that informa- 
tion was furnished by Mr. Slade and incorporated in a report, House 
Committee Print No. 27, which was issued by this committee on March 
15, 1955. 

The Crarmman. The manager told you the reason they were not 
using those special beds was because they didn’t have sufficient money ? 
Mr. Rirey. Not sufficient money. A year or two ago they said they 
couldn’t get proper medical staff. We are informed as of today, they 
can obtain the medical staff that is necessary to operate the beds, if 

they had the money. 

There have been no additions to the Columbia Hospital since 1937, 
which was before the World War II, and before the Korean war. 
They have been leasing under contract a hundred beds from the naval 
hospits al in Charleston, and the Marine hospital in Beaufort. The 
demand on those two hospitals are such the available beds have been 
reduced there to 125. They have been advised that even that 125 will 
be eliminated in the very near future. So there will be no available 
beds either in Charleston or Beaufort. 

Some of the veterans in South Carolina have been sent to hospitals 
in North Carolina and Georgia, but when this is done, it creates a 
waiting list in those two States and deprives the veterans in those 
States of getting hospitalization when it is needed. 

We recommend that this committee authorize and recommend that 
the additional appropriation to operate to full capacity of the hospital 
be made, 

One other thing in regard to the hospital in South Carolina; the 
number of beds, even if all of them were operated in proportion to the 
veteran population, if I recall my figures correctly, that is about half 
of the national average. I think South Carolina is deficient in beds, 
probably as much as any other State. 

Our inspection showed that there is a very excellent and subst: antial 
3-story building which was originally constructed as a nurses’ home, 
for 54 nurses. The average number of nurses has run 14 to 15 in that 
building of 54 capacity. Most of the nurses at the hospital now prefer 
to live outside in the vicinity in private homes. So this building is 
only . irtially occupied. 

We think that it would be a very fine thing if this nurses’ home could 
be re sb led, which I understand could be done at very nominal cost, 
and used as an intermediary care hospital; chronic patients that do 
not require too much attention could very easily, very readily use that 
hospital and make the main hospital available for patients. 

It certainly seems to be a waste of facilities for that very excellent 
building to be used only by 14 or 15 nurses. 

Examination revealed further that serving equipment in the cafe- 
teria is more or less improvised, some old w ooden tables, things of that 
kind. We strongly feel that modern, sanitary equipment should be 
in the cafeteria. 
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They need recovery rooms in connection with the operating rooms. 
The operating rooms are now being remodeled. When completed, 
they will be thoroughly modern and increased to take care of the in- 
creased capacity of ‘the hospital. 

Prior to 1937, or about 1937, some 200 additional beds were added 
to the hospital, but the operating rooms, other facilities of the hospital! 
were never increased to take care of the 200 additional beds that were 
added at that time. 

They are now using a great many quonset huts as temporary facili- 
ties. The laundry is terribly crowded. They hardly have room to 
move around, in spite of the fact that they have a temporary addition. 
We feel the hospital, that the laundry should be expanded. 

There is no covered ambulance or patients’ entrance to the hospital. 
The patients have to be taken from the ambulance and moved through 
whatever weather happens to be existent at that time, some 60 or 70 
feet before they can get them under cover. 

It is a very crude way of taking patients into the hospital. Ambula- 
tory ambulance patients would ‘have some diflic ulty and suffer being 
removed from the ambulance into the hospital. 

We strongly recommend that usable and covered entrance be con- 
structed to take care of this situation. 

The diet kitchens are needed on several floors of the hospital, built 
back in the early thirties, and was not constructed on as modern a 
plan as some of them, although they are excellent buildings. The 
food on some of the halls is very difficult to get to the patient in good 
order. So these diet kitchens are needed. 

There is only one small elevator from the ground floor up to the 
assembly room which is on the second floor. Only one wheelchair 
patient at a time can be taken up in that small elevator. In case of a 
fire, it would create quite a hazard in getting those patients out. It 
would be very easy and practical to construct an elev: ator shaft adja- 
cent or just beyond the present elevator to take care of that situation. 

The X-ray facilities need modernizing so that deep therapy can be 
given. The present patients have to be sent to Augusta, Durham, or 
Atlanta in order to get that treatment. There are other improve- 
ments that are outlined in the re port by the manager, Mr. Slade, in 
the House Committee Print No. 27, to which I referred and issued 
by this committee on March 15. But we feel that these items that we 
have called your attention to are the ones that are an emergency and 
should be taken care of as early as possible. 

We are very happy to report that the Veterans’ Administration 
hospital, under Mr. Slade as manager, and Dr. Howzel, his medical] 
director, is being excellently operated, with the present used facilities. 
We conversed with a number of patients in the wards without any 
hospital attendant or staff member being present, and all of the pa- 
tients with one accord stated that they were receiving every considera- 
tion and attention possible. 

I, for one, and I believe Congressman Dorn will agree with me, 
that we were agreeably surprised at the efficient manner in which the 
hospital was being operated. It is simply a question of not being 
operated at its full capacity, not being operated at capacity to take 
care of the veteran population of South Carolina. 
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With the re ne of the nurses’ home, and the implementation 
of the beds which are available, I feel it would go a long way toward 
solving the hospital sielidanes for the veterans in our State. 

Thank you very much, Mr. Chairman, and gentlemen. 

The Cuairman. Thank you. We appreciate you coming and giv- 
ing us that report. 

Mr. Haley. 

Mr. Harey. Could I ask you one question ? 

Mr. Ritey. Yes. 

Mr. Haney. You say the average weekly was 109? 

Mr. Ritey. Over a 3 months’ period. 

Mr. Hauer. I wonder if that was service-connected or nonservice- 
connected ¢ 

Mr. Ritey. It is both. 

The Cuarrman. Thank you. 

The committee will go in executive session. 

(The report referred to is as follows :) 


REPORT TO THE VETERANS’ COMMITTEE OF THE HOUSE BY CONGRESSMEN 
W. J. BRYAN DORN AND JOHN J. RILEY ON THEIR VISIT TO THE VETERANS’ 
ADMINISTRATION HOSPITAL AT COLUMBIA, 8. C., APRIL 6, 1955 


On Wednesday, April 6, 1955, Congressman W. J. Bryan Dorn 
and I made an inspection of the Veterans’ Administration hospital 
in Columbia in company with the department commanders of all the 
veterans’ organizations in South Carolina, the State service officer 
and several other service officers, the chairman and several members 
of the hospital committee of the American Legion. We were accorded 
every courtesy at the hospital by the manager, Mr. D. S. Slade, and 
the assistant manager, Mr. Harold S. Kennerly. 

An inspection of the hospital revealed the fact that the present 

capacity of the hospital is only 592 beds provided all pega 3 are avail- 
able. The record shows that the minimum patient load is 456 and 
maximum patient load is 540. We were advised that an average of 
80 beds are not now in use but could be used if funds were available. 
The average waiting list for the 3 months’ period January, F sg ary, 
and March 1955 was 109 veterans. No additional beds have been 
provided at the Veterans’ Administration hospital in Columbia, 8. C., 
since 1937, which was before World War II and the Korean conflict. 
For the past several years the Veterans’ Administration has been 
leasing beds under contract from the naval hospital at Beaufort, S. C., 
1s the Naval Hospital at Charleston, S. C. Recently the number 

f beds available for veterans in these 2 hospitals has been reduced 
ae 100 beds to 25 beds, and we were advised that in the very near 
future no beds would be available for contract by these 2 hospitals. 

In a letter dated August 24, 1954, the Administrator of Veterans’ 
Affairs, Mr. H. V. Higley, advised your committee that 2.43 beds 
per 1,000 veterans were available in South Carolina, whereas the 
national whey of available hospital beds as of the same date was 
5.65 beds per 1,000 veterans. You can readily see from this that the 
available beds ; in the Veterans’ Administration hospital in Columbi: aly 
S. C., in proportion to the veteran population of South Carolina is 
less than half of the hospital beds available in the United States as 
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a whole. The Administrator advised that veterans needing hospitali- 
zation in excess of the ca pacity of the hospital in C ‘olumbia could be 
sent to hospitals in Nort h Carolina and Georgia. According to the 
information developed on our visit to the hospital, such a transfer 
of patients to North Carolina and Georgia simply deprives veterans 
in those 2 States of needed hospitalization and creates a waiting list 
in those 2 States. It is therefore recommended that additional appro- 
priation be made so that full use of the facilities at the Veterans’ 
Administration hospital in Columbia, 8. C., can be made. 

Inspection also revealed that a very fine three-story building ex- 
ists on the hospital grounds which was originally constructed as a 
nurses’ home. This building has a capacity of 54 beds for nurses. 
The average number of nurses quartered there is now 14 or 15. Most 
of the nurses prefer to live in nearby private quarters and commute 
to and from work. This very excellent building can, we believe, be 
economically developed into an intermediary hospital for the care 
of chronic patients who do not require the same amount of medical 
and nursing care as the acute cases in the general hospital. A small 
home for nurses could be constructed at a nominal cost. If this build- 
ing were converted into an intermediary hospital by the installation 
of an elevator and other alterations, additional beds could be made 
available in the general hospital. 

The examination revealed that the present serving equipment in 
the cafeteria is improvised and is difficult to keep in sanitary condition. 
Modern serving equipment is badly needed. 

When the Veterans’ Administration Hospital in Columbia, S. C., 
was first constructed, 400 beds were made available. In 1937, 200 
more beds were added but the other facilities of the hospital were not 
expanded to take care of this increase of beds. The operating rooms 
are now being expanded and rebuilt to conform to modern standards 
and will be completed in a few months. However, recovery rooms are 
needed in connection with the operating rooms and should be made 
available in order to get the maximum efficiency of the hospital. 

The present laundry i is very inadequate, in spite of the fact that a 
temporary building is being used. Here again the facilities were 
not expanded when the capacity of the hospit: al was enlarged, and a 
much more efficient operation at less operating costs could be had if 
the laundry were expanded. 

The entrance used by the patients coming to the hospital in ambu- 
lances is most inadequate. There is no covered entrance, and patients 
arriving by ambulance have to be carried 60 or 70 feet to the hospital 
entrance in whatever weather conditions exist at the time of their 
arrival. It is strongly recommended that a proper receiving entrance 
be constructed. 

Diet kitchens are needed on several of the floors of the hospital. It 
is very difficult to serve the patients on some of the floors with proper 
food because of the lack of diet kitchens. 

The assembly room of the hospital is on the second floor and is 
reached by a stairway and 1 small elevator. Only 1 chair patient can 
be accommodated in the elevator at one time. This makes it difficult 
for chair patients to have the use of the assembly room and participate 
in the entertainment and recreational features there. It also creates 
a hazard from a fire standpoint if these patients had to be removed. 
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It is recommended that adequate elevators be installed to take the 
patients to and from the assembly room. 

The X-ray facilities need to be modernized so that deep therapy 
treatments can be given. At present, patients have to be sent to 
Atlanta, Ga., Augusta, Ga., or Durham, N. C., for treatment. With 
more modern equipment, better diagnosis could be made. 

Other improvements are needed, as outlined in the report of the 
manager, Mr. D. S. Slade, printed in House Committee Print No. 27, 
issued by your committee on March 15, 1955. However, Congressman 
Dorn and I feel that the projects which we have listed are ‘the most 
critieal and should have preferential treatment. 

Last year the Veterans’ Administration advised that they would de- 
clare surplus 105 acres of land which had been donated to them in 
1931 by Richland County for specific use as a veterans’ hospital. Based 
on this information, Senator Maybank and Congressman Riley intro- 
duced legislation to return this land to Richland C ounty if the Vet- 
erans’ Administration insisted on declaring it surplus. This legis- 
lation has now passed the House and is pending in the Senate under 
the sponsorship of Senator Johnston. The representatives of the vet- 
erans organizations in South Carolina were unanimous in requesting 
that the Veterans’ Administration reconsider its decision to declare 
this land surplus. The land did not cost the Government anything 
and does not cost the Government anything to maintain. It is felt that 
the hospital will eventually need this additional land, and since it is in 
one of the best residential districts of the city of Columbia, it is now 
more desirable than ever. 

It was developed that some years ago difficulty was encountered in 
obtaining proper medical personnel to operate all of the facilities at 
this hospits al. We are now advised that a maximum of medical per- 
sonnel is available to take care of any beds for which appropriations 
are made. 

We are happy to be able to report that the Veterans’ Administra- 
tion Hospital in Columbia, S. C., under Mr. Slade as manager and Dr. 
ITouseal as medical director, is being excellently and efficiently oper- 
ated. Conversations with a number of patients in the wards without 
any hospital officials or attendants present brought the unanimous 
opinion from the patients that they were receiving every considera- 
tion possible. Your committee has also received letters from patients 
who have been discharged stating that they had had the very best of 
medical care. 

We believe that the hospital is being operated most efficiently in 
regard to its present capacity, but there is a great deficiency of facili- 
ties for the hospitalization of the veterans in South Carolina, 


Respectfully submitted. 
W. J. Bryan Dorn, 
Member of Congress, 
Joun J. Riney, 
Member of Congress. 


(Whereupon the committee, at 12:10 p. m., went into executive 
session. ) 
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